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INTRODUCTION

The objective of thisreport isto analyze globa prospects within the snack food sector in
order to identify consumer, product and industry trends that will facilitate U.S. exports of
snack food products. Thisreport isaresult of inquiries from small and medium-sized
U.S. companies who have requested information on this specidized market. Specificdly,
the research seeks to assist these firms with their worldwide exporting interests and
endeavors, aswedll as provide agenerd overview of the globa snack foods market.

This report was compiled by the International Strategic Marketing Group (ISMG), which
is part of the Ag Export Services Divison of the Foreign Agriculturd Service. ISMG
was formed in 2001 in order to aid communication between U.S. companies, participants
and cooperatorsin USDA export market development programs, FAS oversess offices,
and internationa buyers with a particular emphasis on processed foods.

This report was compiled by Mariano J. Belllard, student trainee (economist) for ISMG,
under the supervison of senior analyst Dorsey Luchok and ISMG Team Leader Wayne
Bawin.

Disclaimer:

Thisreport isareview of recent literature regarding globd prospectsin the snack food
market. Desk and Internet research has been conducted utilizing trade publications,
government satistics, as well as trade and consumer gatistics from both the U.S. and
abroad. Where datais provided by a particular source, the source is quoted directly and/
or indicated below the figure (table).

Theintent of the andysisis to bring readership closer to the pulse of developmentsin the
globa marketplace. 1n no way do the views and opinions of these sources reflect the
USDA’s or any other U.S. Government agency’s point of view or officid policy.
Satidtics herein are not officiad USDA datistics unless otherwise specificaly noted.



EXECUTIVE SUMMARY

Significant commercid opportunities exist for American manufacturers and suppliers of
packaged foods within the globa marketplace. One of the key areas that evidenced
major growth in recent yearsin real terms has been the globa snack food market.

The reigning consensus is for continued growth in the consumption of snacks worldwide.
Growth will be especidly pronounced within the savory snacks market; in particular best
products prospects are in potato chips/ crisps and other snack products that can combine
bold new exatic flavors with snazzy high qudity packaging. Datamonitor reports that the
“global savory snack market is expected to steadily grow from its year 2001 vaue of
$15.7 hillion to nearly $19 hillion by 2006.”* Thetrend should hold in spite of supplier
consolidation in anumber of countries and regions.

Trends indicate that as societies urbanize, more people find themsdlves living busier lives
that force them to increasingly snack between medls. Added to changing lifestyles there

isaworldwide propensty for reducing the lunch bresk period. Consequently in order to
compensate for smaller, less time consuming lunches, workers are augmenting their mid-

day medls with increasing doses of snack foods.

Improved manufacturers  product development and promotiond activities have directly
impacted and contributed to the increased acceptance and consumption of snacks
worldwide. Particularly important in this sense has been advertising thet targets children
and young adults.

Increased consumption is aso closday linked to the growing popularity of food thet is
quick and easy to serve. Best prospects reside in Western Hemisphere markets and non
Japan Asa. Expect to see subgtantial growth in years to come in Eastern Europe, the
Middle East (e.g. Saudi Arabia, Egypt, the United Arab Emirates), and areturn of import
demand in markets such as those of Argentina and Brazil.

On the supplier side, growth will be helped along by the rapid introduction of new
products and packaging innovations, large advertisng and other promotiona campaigns,
and retailer shdlf pogtioning Strategies.

Despite high shipping costs associated with distance to market, tariff and non-tariff
barriers (e.g. language labeling, pre-shipment ingpections, biotech product issues),
complex digtribution channdls, and/ or alack of familiarity with American snacks,
sgnificant commercia opportunities exist overseas for U.S. snacks that provide bold new
exatic flavors and tastes,

Consumers in both developed and developing markets are largely receptive to U.S. snack
products, but acceptance of new products remains dependent on a consumer’s previous



exposure to American culture. Key issues for U.S. exporters to focus on are packaging
and promotiond activitiesin oversess markets. U.S. manufacturers and suppliers of
snacks should consider aloca market’s particular culturd values when marketing their
products. Previous experience with stateside ethnic marketing combined with cultura
sengitivity and thorough research of the target market will assst U.S. exportersto profit
from increased product acceptance.

Consumers will tend to be receptive to new and exciting foreign taste sensations if these
are properly marketed with the end consumer in mind. A key competitive advantage
enjoyed by American snacks worldwide isthe notion that U.S. products provide high
quality for their vaue.

Exporters should dso factor in the influence exerted by large stores such as Wal-Marrt,
Costco, and Carrefour when considering entering any market. These stores will often
import directly through their own international sourcing arms and thus dedling with them
before going overseas may be aviable option for those exporters that can effectively meet
these stores’ qudity and volume demands.



DEFINING SNACKS

What ar e snacks?

Snacks include cookies; crackers; chips (corn, potato, tortilla); cheese twists;
dried fruit; grain based snacks; granola snacks, hot snacks; shelf stable mest
snacks (beef jerky and the like); snack nuts, sunflower and pumpkin seeds,
parched corn; popcorn; pork rinds; pretzels; and many more?

Snack food products continue to be largely classified as either salted snacks (e.g.
potato chips, corn chips and pretzels, and snack nuts) or other snacks (e.g. cookies
and crackers, meat snacks, and popcorn).

The Shack Food Association, an internationa trade association, holds that popular
dternative snacks such as yogurt, or anything that is refrigerated or frozen, are not
consdered in the treditiona definition of snacks. Additiondly, they do not

include in the snack category pastry or cakes since these are typically consumed

as desserts and not exclusively as snacks.

Y et as Prepared Foods reports, “snack foods are in the eye of the beholder.”
Within this category we find that marketers are attempting to position more quick
and ready to eat products as snack foods. This tendency blurs the distinction of
what is consumed as a snack and what is part of amed since it now combines
traditiona saty snacks (i.e. chipg/ crigps) with new categories like dairy products
and pizza.*

ACNielsen indicates that due to increased snack consumption, and the
accompanying profitability associated with labeling a commodity as a* snack/
convenience food,” there has been a blurring of the traditiond definition of a
snack food.”

A clear example of this has been Kraft Foods' wel-publicized attempts to boost
lagging cered sales by building on consumer perceptions of cereds as apossble
snack food. For consumers who report often eating on the run, the packaging of a
product in portable, snack like packets, dlows them to more readily visudize the
product as being a potential snack food.®

An additiond factor thet is driving the development and expansion of the globd
snack food market is the fading notion of egting three medlsaday. Thistrendis
being accompanied in most countries by areduction of the lunch break period.



For many people around the world “grazing,” or snacking on mini-medls
throughout the day, is becoming aroutine part of their busy schedules.” Its
advocates claim that the practice may help to supply caories and nutrients that
could be missed due to incomplete or skipped medls®

The traditiona norm of what condtitutes amed is being modified by the
expansion of grazing, aswell as by increasing number of hedth conscious
consumers. In regard to the latter, people are becoming nutrition-literate
essentidly by andlyzing the ingredient and nutrient content of product labes. In
an age when consumers often find themsel ves snacking on the run, they
nevertheless ill worry about caorie and fat intake, especidly asthey age.

Category Definitions

Savory Snacks

Savory snacks are a catchall category for chips/crisps, extruded snacks, tortilla
chips, corn chips, popcorn, pretzels, nuts and other salty snacks.
Euromonitor (subscription service) defines these as.

>
>

>

Chipd crisps: fried, diced potatoes that may be flavored or unflavored.
Extruded snacks. processed/recongtituted/ shaped potato or cered (corn,
whest, maize, rice) based snacks, flavored or unflavored.

Tortillachips: savory snacks made from corn masa (dough), rolled flat and
then cut into shape (usudly atriangle). Typicdly they arefried in ail, but
can also be baked.

Corn chips: made from corn masa normally extruded as long ribbons, cut
to length, fried in oil and cooked into corn chips. Differs from tortilla
chips by its shape and heavier texture that exhibits asdtier and aily taste.
Popcorn: made from maize/ corn seeds that have burst after being heated.
Includes packaged ready-made popcorn that can be sdted, plain or sugar
coated, as well as popcorn to be prepared at home.

Pretzels: this product term gpplies to any salted biscuit that is knot shaped
or stick shaped. Chocolate covered pretzels are not included here.

Nuts: Processed by either cooking in oil or dry roasting. Often salted.
The sub-sector is divided into peanuts, cashews, mixed nuts, fruit and nut
mixes and specialized products such as dmonds and pistachios.’



For greater ease of classfication, savory snack food products have often been
divided into four main categories depending on how they are prepared.®

1) Deep fat fried: includes potato crigps, strips, sticks and rings.

2) Quick fried: pertainsto pre-formed partly cooked pellets derived from
potato, potato starch and/ or other ceredls.

3) Extrusion-cooked: from cerea and potato powders.

4) Roasted: primarily snack nuts and in particular roasted peanuts.**

Asin the case of other snack foods, preparation and packaging impact product
freshness and taste.

Other Savory Snacks (M eat Snacks)

Food Product Design indicates that meat snacks, a centuries old value-added
snack food, continue to grow in popularity.*? Incressing numbers of consumers
and marketers are identifying meat snacks as a quick and healthy low fat source of
high protein.

Newer formulations and process optimization, according to Food Product Design,
have led to diversfied product linesthat go beyond the plain beef jerky of
yesteryear.®® These snacks encompass, but are not limited to, such new varieties
as turkey, ogtrich, and salmon jerky that apped to awider audience of hedlth
conscious consumers. An expanded consumer base explains the presence of jerky
in non-convenience store settings such as natura and specialty food shops.

Diverdfied flavors, softer and chewier varieties, and even jerky prepared
following kosher stlandards are opening a plethora of markets. Prepared Foods
reports that as a clean and hedlthy snack dternative, jerky has found adherents
beyond the average consumer. As ahedthy snack it appeals to a number of sport
enthus asts such as tri- athletes and marathon runners who demand a quick but
hedlthy dose of high protein and low fat.'*

Depending on the manufacturing process, meet snacks fall into two categories.
1) Sliced, whole meat snacks.

2) Snacks formulated from comminuted meat (meet that has been subjected to a
process whereby it has been reduced to minute particles).
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Snack and Energy Bars

Snack bars have been increasing in popularity as part of the overdl interest with
egting healthy between medls. Particularly gppedling to consumersis that snack
and energy bars represent a convenient and portable source of high nutrition.
These snacks are increasingly seen as providing consumers with a quick and
hedthy dose of energy while on run.

These products are largely targeted to specific audiences - for example, outdoor
enthusadts or dieters that seek amore nutritious quick fix than the traditiond bag

of potato chips/ crisps or other fatty snacks.’® Examples of these snack/ energy
bars are Clif Bar’s Luna Nutrition Bars, aswell asKellogg's Nutri-Grain Fruit-
Full Squares.®

Biscuits, Sweet Biscuits, and Savory Biscuits/ Crackers

Cookies, biscuits and crackers are popular worldwide. They tap adiverse
consumer base precisely because of their wide variety of styles and range of
flavorings. For example, within this category western-style chocolate chip
cookies and cream crackers are found alongside eastern-style soy sauce biscuits
and sesame and salted crackers.

Though biscuits in the United States are considered to be small quick breads that
often use leaveners such as baking power or baking soda, overseas they are not
usudly identified as being just abread sde dish. Food Network reports that
biscuits in the British Ides are generdly flat, thin savory cookies and crackers that

on occasion can aso be sweet.” For its part, Global Supermarket indicates that a
clear-cut distinction between what is a confectionary, biscuit or snack food is
increasingly becoming more difficult to make:*® For anumber of industry experts

it largely boils down to just product positioning.

Unlike with snack and energy bars, cookies, biscuits, crackers, and other baked

snacks actively promote an image of consumer indulgence. These products
primary message focuses on how good their taste makes us fedl.

11



GLOBAL OVERVIEW OF MARKETS

Top Five U.S. Snack Foods Export Markets

The top five export markets for U.S. snack foods are the following:

1) Canada
2) Mexico
3) Japan

4) Korea
5) Philippines

Graph 1 indicates that export levels of snack foods to Canada and Mexico have accounted
for the bulk of U.S. export sdles overseas. The advent of the North American Free Trade
Agreement (concluded in November 1993) has contributed to expanding these volumes.

Graph 1 —Top 5 Export Destinations of U.S. Snack Foods

(US$ 1,0009)
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Data for products such as potato chips, corn chips and other similar products; jerky -type meat items; cookie and
crackers; chocolate and non-chocolate candy, and sweet baked goods. Does not include roasted nuts or seed nuts and
peanut butter otherwise classed as NAICS 311911.

Source: U.S Department of Commerce — International Trade Administration.®
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Datafrom the U.S. Department of Commerce (Graph 1) illustrates that though Canada
and Mexico showed adrop in 2002 compared to 2001, due to the globa economic
dowdown, these along with Japan continue to be America s strongest export markets. 2

The globa economic dump notwithgtanding, markets like Germany (27.4 percent) and
the Netherlands (51.8 percent) started in 2000 to grow.”! This situation shows
amilarities with that of the roasted nuts or seeds and peanut butter (classfied as NAICS
31191) segment that saw increased demand in Canada (17.6 percent), Germany (2.7
percent), and the Netherlands (61 percent).??>  Note this report does not consider peanut
butter to be a snack food. Also Germany’s increase, not withstanding the country’s
recession that is second only to Japan’s, actudly may be product earmarked for Poland

The Netherlands' impressive growth as a destination for American snacks may be dueto
the possibility that it serves as a transshipment point for other destinations. In many of
America s best overseas markets demand for U.S. snacks in particular has long been
driven by a combination of culturd affinity, long-established trade relationships, and
effective marketing and promotiona efforts undertaken by previous American exporters.

Notwithstanding the fact that the Western European market has long served asamajor
destination for U.S. processed foods, trade in recent years has evidenced limited growth.
As Western European import market opportunities dowly decline as a consequence of a
combination of foreign direct invesment, redtrictive food laws, and increased loca
competition among other factors, new markets for U.S. snack foods are opening in the
emerging economies of the world and in particular East Asa

East Asa continues to be an important export destination for U.S. snacksevenin light of
recent generdized globa economic dowdown and accompanying uncertainty. U.S.
Department of Commer ce datistics indicate that China, which had shown remarkable
growth in U.S. origin snack food importsin year 2000, has dowed down significantly
compared to other years, but still managed a 1.4 percent increase in demand in year 2002
in comparison to the preceding year. Note that for the first quarter of 2003 exports have
increased 28.1 percent (2,9m.) compared to the same quarter in 2002 (2,3m).

Where China continues to evidence impressive growth rates during this same period isin

its demand for roasted nuts or seeds (NAICS Code 31191). Within this sector demand has
grown by 143.1 percent.?® In either case, the Chinese market’'s size and its demand for
snack products continue to fuel dynamic growth possibilities. In thissense, Table 1 (next
page) helpsto illustrate how U.S. snack exportsto China have grown in recent years.

Table 1 aso points out how some of top U.S. snack food markets have recently

contracted. American exports of snacksto itstop three export markets of Canada,

Mexico, and Japan, has evidenced decline during year 2002 period in comparison with

year 2001. Note that 1996 compared to 2002 shows that Canadian and Mexican import
demand for U.S. snacks has expanded by 133 percent and 19.1 percent respectively. Data
are based upon U.S. Department of Commer ce — International Trade Administration
datistics that factor in inputs of confectionary products in their calculations.
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Thetable a0 illugtrates that as some markets have contracted, others such as Germany
and the Netherlands that had been declining for years, have tentatively started to rebound
and have recently experienced growth levels of 27.4 percent and 51.8 percent

respectively during the 2001 — 2002 period.?* Also note that the effects of political
ingtability and floundering economiesin markets such as Saudi Arabia, Venezuda, and

Singapore is gpparent by short-term decreased demand for U.S. origin snacks.

Thevauesin Table 1 will differ sgnificantly in some cases from those vaues reported in
Table 2 on the following page. Dollar values and percentages indicated in the latter table

consider those Harmonized Tariff System (HTS) codes specific to meat snacks, popcorn,

potato and corn chips, sweet biscuits, gingerbread, crispbread, and snack nuts (see, U.S.

Export Concordance/ Shack Food Productsin Appendix A).

Table 1 — Destination of U.S. Exports of Snack Food Products

- Includes products such as potato chips, corn chipsand other similar products; jerky-type meat

items; cookie and crackers; chocolate and non-chocolate candy; and sweet baked goods-

(Valuesin 1000 Dollars, ranked)

Destination | 1996 1997 1998 1999 2000 2001 2002 | Percent
Change

96 — 02

Canada 400,422 470,606 472,770 470,803 495,970 550,438 477,016 19.1%
Mexico 43,316 64,241 83,436 99,371 132,264 116,782 100,936 133.0%
Japan 113,657 105,648 101,616 111,746 122,828 105,620 91,957 -19.1%
Korea 35,987 43,564 17,931 34,049 49,977 40,236 40,509 12.5%
Germany 48,713 29,883 21,747 17,396 15,238 23,850 30,374 - 37.6%
Netherlands 21,416 20,552 22,354 19,449 16,218 19,648 29,817 39.2%
Philippines 28,892 40,562 15,579 24,752 43,058 37,064 29,300 1.4%
Hong Kong 39,226 58,859 56,562 51,841 44,689 35,078 25,905 -33.9%
UK 30,642 44,061 54,242 32,916 20,503 22,132 22,948 -25.1%
Taiwan 31,992 32,520 26,307 33,227 27,639 21,012 21,213 -33.7%
China 4,088 5,292 4,724 8,613 16,805 15,562 15,782 286.0%
Saudi Arabia 9,502 12,359 11,654 11,154 12,045 15,497 13,888 46.1%
Singapore 12,286 12,515 13,822 12,157 14,924 14,444 12,617 2.6%
Australia 18,879 25,024 32,054 26,995 29,795 16,300 9,854 -47.8%
Venezuela 4,671 6,058 9,062 19,412 9,517 15,151 9,785 109.4%
All Other 279,845 260,151 294,832 224,120 229,839 231,669 227,399 -18.7%
TOTAL: | 1123534 | 1,231,895 | 1,238,692 | 1,198,001 | 1,281,309 | 1,280,483 | 1,159,299 3.1%

Source: U.S. Department of Commerce, International Trade Administration™

Note that by adopting a more precise interpretation of snack foods smilar to that Shack

Food Association’ s definitiona standard, the vauesin Table 1 are halved. The

elimination of the HTS codes specific to candy/ confectionary products (1704100000,
1704903000, 1704907000, 1808900063, 1806900073) account for approximately $487.7
million or roughly 42.1 percent of the $1,159.3 billion of U.S. snack food exports.
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Regardless of the definitiond standard for snack food products being utilized, the decline
in demand for American snacksis partidly attributable in some markets, such asthosein
East Ada, to weskened economies adversely affecting household disposable incomes.

Table 1 highlights declining demand for years 1997 and 1998 in comparison to year 1996
in Japan, Korea, the Philippines, Hong Kong, Taiwan, and China. Particularly
noteworthy as a contributing factor here has been the case of Japan, where the nationa
economy continues its downward spiral. Economic maaise and ensuing increased job
insecurity, intense market competition for market share between branded products and
private labels, and a declining birthrate, among other issuesin varying degrees, is
negatively impacting demand for imported snack products. Thisis especialy the case
when imported snacks are seen as |ess price competitive, thanks in part to complex
import procedures.

Foreign demand for American snack productsis aso impacted by dowed economic
growth in the United States. With reduced American demand for Asian exports, the
profitability of the Asan export sector has adversaly suffered. Reduced American
demand for Asian exports has weakening of the main Agan economies and resulted in
limiting their buying power with a commensurate tightening of consumer food
expenditures.

Table 2 —Top 15 Destinations for U.S. Exports of Snack Foods

- HTS Codesfor meat snacks, popcorn, potato and corn chips, cookies and sweet biscuits,
gingerbread, and snack nuts-
(Valuesin 1,000 Dollars, ranked)

Destination 1996 2002 Per cent Change
96 — 02

Canada 131.677 180,657 3%
Mexico 18,152 50,093 176%
Japan 54,249 46,514 -14%
South Korea 12 557 15,722 25%
Taiwan 15,126 12,830 -15%
Philippines 13,964 12,725 -9%
Saudi Arabia 4,408 10,687 142%
United Kingdom 7,231 6,917 -4%
United Arab Emirates 812 7,183 785%
Venezuela 1,768 3,781 114%
Panama 2,086 4,465 114%
China 972 2,819 190%
Germany 4,565 2,351 -48%
France 1,179 1,321 12%
French Polynesia 865 1,256 45%
TOTAL: 269,611 359,321 33%

Source: USDA — FAS— BICO Export Commodity Aggregations based on Department of Commerce, U.S. Census
Bureau, Foreign Trade Satistics.?®
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Manufacturers in a number of these markets have responded to lower demand by
launching a combinetion of new flavors and different smaller packaging servings with
varying degrees of success. For example, in Germany some of the smaller snack
packages are designed to fit into a vehicle' s drink holder with the intent of mativating
more frequent consumption.

As Table 2 on the preceding page indicates, U.S. exports of snack foods specific to those
product categories that do not include confectionary, frozen, and/ or chocolate snacks
have largely mirrored the more generaized globd datistics found in Table 1.

Neverthdess, findings are more positive than they may otherwise gppear. Table 2
indicates strong growth in the NAFTA countries and exceedingly hedthy demand in

Saudi Arabia, the United Arab Emirates, Venezuela, and China. The contrast and
comparison of the export gatisticsin Tables 1 and 2 indicate that demand for U.S.
savories, baked-sweet goods, and cookies and crackers remain strong even in light of the
distorting effect otherwise caused by candy/ confectionary snacks. However, other
traditional American export markets such as the European Union and Jgpan, have not
fared aswdl and experienced during this time period sgnificant contraction in snack
product demand for a combination of reasons previoudy mentioned.

16



Market Drivers

Depending on the particular region of the World that is being targeted for product
insertion, there are number of different market driversthat vary according to loca tastes
and preferences. For American processed food exports, these factors impact snack food
product marketability.

Most analysts indicate that American manufacturers and digtributors of snack foods that
seek to develop overseas markets should be aware of the following factors that resonate
with globa customers regardless of culturd differences:

Changing life-styles boost snack consumption. More hectic life-styles combined
with increasingly more flexible egting habits and fewer prepared home-meds are
permitting snacks to play a greater role in peoples’ esting habits.

Consumers try new American products and experiment with different brands of
familiar products, if these are affordably priced in comparison to domestic brands
and represent an improvement in overdl qudlity.

Though most snack foods are typically considered to be indulgence foods, there is
increased interest in eating heathier snack foods.

Asincomeleves haverisen in the smdler, emerging countries, thereisan
increased demand for greater product quality and variety.

As consumers worldwide become increasingly sophisticated, they come to expect

and demand that production techniques meet established safety standards and
regulations.

17



Savory Snacks

As Table 3 indicates savory snacks continue to grow in popularity not only in the North
American market, but dso in Latin Americaand Oceania (Audtrdia, New Zedand, and
Pecific 1dand countries members of the Pacific Community). Purchase of American
savory snacks such as chips/ crisps, pretzels, popcorn, and mixes are increasingly driven
by product attributes that emphasize greeter variety, flavor, freshness, and even good-for-
you choices.

A comptitive niche for American exporters trying to market snacks in developing
regionsisto apped to younger, more affluent consumers that vaue paying at times a
premium in exchange for exotic new tastes and attractive packaging. Y et exporters
should be cognizant that the developing countries consumers will favor smdler packets
of packaged goods since it normally resultsin asmaller cash outlay.?’

Table 3 — Reported worldwide sales of savory snacks by region
(U.S. dollars millions, ranked)

Region 1998 1999 2000 2001 2002*
?Iorth America 18,330.3 19,522.1 21,087.7 22,479.7 23,590.5
US &
Canada)
Asia-Pacific 10,627.1 12,073.0 12,634.3 11.632.4 11,393.1
Western 10,255.3 10,419.5 9,674.8 9,601.9 9,913.9
Europe
Latin America 5,185.4 5,186.5 5,458.0 5,795.1 6,182.0
Eastern Europe 1,077.0 998.6 1,104.7 1,306.9 1,522.8
Oceania 828.4 928.6 871.3 821.4 897.9
AfricaMiddle 991.2 983.7 968.1 907.9 844.9
East

TOTAL: | 47,2947 50,112.0 51,798.9 52,545.3 54,345.1

Note: Thelevel of salesare valued at current exchange rates, which may create year-to-year fluctuations from actual
sales volumes.

(*) Provisional data for January through November 2002.

Source: Euromonitor. 2

Table 3 showsthat regiona sales of savory snacks has been steady in recent yearsevenin
spite of minor declines in the Western Europe, Asa— Pacific, and Africa— Middle East
markets.
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Snack and Energy Bars

Though snack and energy bars represent a sgnificantly smaler market than savory
snacks, they are an important component of the worldwide trend for eating healthier
foods while on the go.

For consumers on the run, snacks represent a boost of energy when they most need it
during the day. Food Channel indicates that snack bar manufacturers can profit from
increase product sales by marketing their products as a source of energy for that time of
day between lunch and dinner when consumers experience a net loss of energy.?®

Table 4 — Reported regional sales of snack and energy bars
(U.S. $ millions, ranked)

Region 1998 1999 2000 2001 2002*
(North America 1,921.2 2,121.8 2,307.8 2,533.4 2,715.3
UsS &
Canada)
Western 507.5 542.2 539.6 596.5 659.3
Europe
Asia-Pacific 355.5 402.3 441.9 339.2 379.3
Oceania 124.7 143.1 137.6 142.7 162.7
Latin America 37.1 52.3 69.2 81.5 65.3
AfricaMiddle 25.7 25.9 29.8 31.3 31.9
East
Eagtern Europe 8.9 8.6 8.0 8.6 9.6

TOTAL: 2,980.6 3,296.2 3,533.9 3,733.2 4,023.4

Note: The level of salesare valued at current exchange rates, which may create year-to-y ear fluctuations from actual
sales volumes.
* Provisional datafor January through November 2002.

Source: Euromonitor.

Note that though the data indicates a decline in the proportiona weight of the Western
European and the Asa— Pacific marketsin comparison to the North American market,
the former have actualy evidenced continued growth. If 1998 is used as a base yesr,
these two markets have shown growth with the exception of year 2001 in which reported
sdesin Asa— Pacific fell below 1998 vaues.

Table 4 dlows us to conclude that snack and energy bar consumption remainslargey a
North American phenomenon. Even so as Food Navigator indicates the snack and
energy bar category remains highly fragmented and thus suggests the possibility of
growth for those companies that are innovative enough to provide overseas cusomers
with products developed to meet their particular regiona taste demands®!
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With so many snack and energy bars on the market, U.S. manufacturers and exporters
should focus on delivering a product that satisfies consumers harried lifestyles. Hedth
conscious, but time starved consumers worldwide demand a product that is packed with
vitamins and minerds dong with the right balance of protein, carbohydrates, and fat, but
one that gtill tastes good. Increasingly important is emphasizing that the product is dl-
natura and that it contains no artificia colors or flavors.

Much like the case with savory snacks, successin this category is linked with product
variety, taste, and convenient packaging. American marketers of snack and energy bars
that can effectively communicate to target audiences the good-for-you aspects of these
products can tap into the globa trend for more organic, fortified, and functiona products.
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Biscuits, Sweet Biscuits, and Savory Biscuits/ Crackers

The top three regiona markets continue to be located in North America, Western Europe,
and the Asia— Pacific regions. These markets have shown a combination of high sdes
volume, continued growth and/ or recovery (i.e. Western Europe, during the 1998 — 2002

period).

The Latin American, Africa— Middle East, and Oceania markets during this period
however evidence a genera downward trend in sales according to Euromonitor data as
shown in Table 5. All the same this negative outlook should not overshadow the fact that
Latin America, even with dowed economic growth and a downward trend in the sdles,
dtill remains the fourth largest regiona market with approximately $12.6 millionin
reported sales during year 2002.

As Table 5 dso indicates growth in the North America market, the Asa— Pacific region,
and evidence of arecovery in Western Europe, accompanied by continued expansion in
Eastern European during year 2002, has been able to reverse many of year 2001's
declines. Though reported worldwide sales have not yet recovered their year 1999 high
watermark, they have largely remained stable at values just dightly below the $82.4
billion mark (year 1999).

Table5— Reported regional salesof biscuits, sweet biscuits, savory
biscuits & crackers
(U.S. millions, ranked)

Region 1998 1999 2000 2001 2002
North America 20,7116 | 21,6103 | 22358.1| 225591.4| 22,892.0
Western Europe 24,2399 | 23890.4| 21,881.4| 21,8862 22,488.0
Asia— Pacific 11,9152 | 135528 12696.3| 13,859.1| 14,120.9
Latin America 16,022.4| 14,2959| 14,2079| 13577.0| 12,606.3
Eastern Europe 31545 373915| 33582| 3630.6| 39546
Africa— Middle 37283| 3,7278| 3681.8| 34795| 33781
East
Oceania 1,823.8 1,932.7 1,796.5 1,679.0| 1,8224

World Total: | 81,595.6 | 82,401.5| 81,678.3| 80,703.0| 81,262.3

Note: The level of sdlesare valued at current exchange rates, which may create year-to-year fluctuations from

actual sales volumes.
Source: Euromonitor. 32
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REGIONAL MARKETS

The North American Snack Food M ar ket

The North American (U.S. and Canada) market accounts for the bulk of the worldwide
snack food sdes. Note that though Mexico forms anintegra part of North Americaand
isaNAFTA member, for the purposes of thisreport its dataiis being included within the
Latin American section for overal ease of interpretation.

The U.S. market, despiteits Size and maturity, continues to grow and represents a third of
total world sdles. Per capita consumption of snack foodsin the U.S. market is growing
and will continue into the foreseedble future.

According to the Shack World 2000 study, the purchase of snack foods in the North
American market, like in other places, isincreasingly being driven by product attributes
such as better-for-you, private label, or salty versus sweet.>

Product innovation, highly efficient distribution methods, and marketing sophistication
drive the North American savory snack sector. Supermarkets and grocery stores remain
the primary didribution channdsin this market. Secondary digtribution channels are
mass merchandi sers'warehouse clubs, convenience stores, and food service/vending.

Demographics

The high level of urbanization (Table 6) prevaent in both the U.S. and Canadian markets
facilitate the marketing and distribution of snack products for a population that is getting
more sophisticated as it ages. Note that the 15 and under population of the United States
and Canada, 21 percent and 19 percent respectively, though low by developing world
gandards is nevertheess quite high in comparison to the current levelsin the other

devel oped economies.

Good potentid exigts for snack foods geared toward meeting the needs of not only
younger consumers, but also increasingly for the demands of the baby boomer generation
asit ages. Both countries are highly receptive to product innovation and demand awide
variety of new taste sensations.

Asthe following table indicates from the GNI PPP per capitafigures (gross nationa
income in purchasing power parity divided by midyear population), these countries have
the financid means a their digposd to indulge their varying and sophidticated
consumption tastes. Note that purchasing power parity (PPP) isauseful tool for
comparing living standards between countries, since PPP is the exchange rate at which
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goods in one country cost the same as similar goods in ancther country.®* In any case,
GNI can essentialy be understood as income per capita®®

Table 6 — North American demographicsand imports
of U.S. origin snack foods*
USA Canada
Population
(Millions) 287.4 31.3
Urban* 5% 78%
GNI PPP p/ capita, 2000
(U$S) 34,100 27,170
Imports of U.S. snacks
Jan. — Dec. Comparisons
(1000 Dallars)
1996 N/ A 131,180
2002 177,103
Percent Change 35%

Values are for imports of meat snacks, popcorn, potato and corn chips, cookies and sweet
biscuits, gingerbread, and snack nuts.

(*) Urban is given as a percent of the total national population

Source: USDA — FAS— BICO Export Commodity Aggregations based on Department of
Commegré:e, U.S. Census Bureau, Foreign Trade Satistics and Population Reference
Bureau

North American snacking trends continue to substantialy influence consumption in
overseas markets. Acceptance of U.S. origin and Americanstyle productsis greatest
where societies share culturd amilarities or have extensive commercid contact with the
North American market.

For example the Canadian market shares with its U.S. counterpart a number of
amilarities that have driven in recent years increasingly strong demand for snack foods
such as potato chipg/ crigps (2005200020), corn chips (1905909030), and Crispbread
(1905100000). A common language, asmilar cultural heritage, and eased cross-border
trade thanks to both the U.S.- Canada Free Trade Agreement (which became effectivein
1989) and NAFTA have contributed to making the marketing of snack products often
easer than would be the case with other countries or regions.

Demand for U.S. snacksis attributable to Canadians changing lifestyles that pardldl
those of their counterpartsin the U.S. To keep pace with at times hectic schedules, many
Canadians are finding fewer opportunities for st down meals. Consumers are
subsequently demanding high-vaue U.S. snacks, where the price/ qudlity ratio isthe
determining factor, to sustain them over until they have time for amore proper medl.3’
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Canadians acceptance of U.S. snack foods is aso driven by the nationa population’s
high leve of urbanization (78 percent) and its close proximity to the United States (over
90 percent of the population lives within 100 miles of the border).2® Canadian demand
for U.S. snacksis atributable both to consumers high income-levels (Table 6),
comparableto those in the U.S,, aswdll asthe rise of dud-income families and the
ensuing increased household buying power. Additionaly, the ease of travel between both
countries and the widespread presence of American televison programs and commercias
on Canadian television further simulates demand for U.S. snacks*®

Exporters should note that Canadian acceptance of foreign food products has been
gimulated by not only high income per capitalevels, but aso by the continued
immigration of various different nationdities. For example, transplanted Europeans are
bringing aong eating habits that have been “evolving to dlow for saverd edting
occasions a day and eating between regular medl times,” as well as ataste for non
traditional European flavors and spices (e.g. Curry and spicy foods).*° In addition, the
influx of Adan immigrantsis aso developing in the Canadian market culturadly well
defined market segments that makes ethnic marketing particularly interesting. **

Entry Strategy

For small-to-medium U.S. companies consdering exporting for the first time, Canada' s
proximity and liberdized import policies offer unique opportunities and distinct

advantages. Thanksto the NAFTA trade agreement, U.S. exporters of consumer-oriented
processed food products benefit from the eimination of dl import quotas and tariffs.

The Canadian marketplace shares a number of amilarities with the U.S. market.
Canadian consumers, much like U.S. counterparts, are increasingly becoming hedth
conscious and demanding vaue for their money. High purchasing power capability
combined with ademand for quality and healthy product attributes, show great promise
for U.S. manufacturers of low-fat and non-fat snack products.

U.S. manufacturers and distributors contemplating undertaking export operations to
Canada should note that their snacks will have to compete with a sophisticated sdlection
of products dready available. Additiondly, Canadd slarge land mass and sparse
population tests new products capabilities to generate “the critical mass necessary to
justify manufacturing, marketing, and distribution expenses on a stand-alone basis.”*?

Notwithstanding the local consumer market’s receptivity to product and flavor

innovation, Canadian manufacturing appears to be hesitant to invest in amyriad of new
product lines given the country’ srelatively sparse population. Asthe Snack Food Mar ket
in Canada 2003 GAIN Report (for this and other GAIN Reportsgo to FASOnline at,
http://www.fas.usda.gov/scriptsw/attacher ep/default.asp) indicates, American
manufacturers and digtributors can take advantage of this Stuation by exporting to

Canada snack product linesthat are aready being produced in economicaly viable
quantitiesin the United States*® Fixed manufacturing costs subsequently are absorbed
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within existing U.S. domestic sales, making export sales to Canada a profitable increment
to business as long as sales revenues exceed variable costs** This GAIN Report aso
indicates that overal Canadian market demand for new product lines should initidly be
insufficient to attract competition from Canada s snack manufacturers.

Product features to focus on are:

1) Product quality and product safety.

2) Hedthy foods and organics.

3) Product freshness.

4) Specidty products geared to regional market tastes (i.e. French and French
American style products for distribution in Quebec, Asian inspired snacksin areas
such as Vancouver, and more English style products in other parts of the country).

Competition in the Canadian snack market is fierce and driven by impulse buying.
Similar to other markets, competition is based on branding, advertisng, and promotion,
in addition to effective digtribution, product qudity, hedth claims, and especidly vaue.
Exporter Marketing Channels

Canada

U.S. Exporter

v

Broker and retail distributor % Other Outlets
L - Vending Machines
- Service Stations
- Video Storesand
Theaters
- MassMerchandisers
- Wholesale Club Stores

Food Stores

Source: USDA - FAS®

Besides the high costs associated with placing untested products on the shelf, U.S. snack
exporterswill need to work through brokers. Brokers are defined as agents employed as
middiemen or negotiators to effect bargains and contracts between parties for afee
(commission).*® U.S. exporters will face not only regiona retail distributors but aso high
retall food concentration within regions - usudly just 3 or 4 retallers control over 80
percent of the market.*’
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The European Snack Food Mar ket

Analysts concur that bagged snack foods are well established in the European market.
Within this regiond but highly differentiated marketplace, the United Kingdom in
particular stands out as the largest consumer easily outpacing al other European markets
combined. British fondness for snacks range from traditiona sdt and vinegar chips/
crispsto Indian inspired flavored snacks.

Foodnavigator reports that the findings of a Datamonitor study indicate that Britain's
consumption of snack foods in year 2001 stood at roughly €1.6 hillion or approximately
$1.7 hillion.*®  The British demand for snacks accounts for most 42 percent of the total
European snack market, whose value is reported to hover at $4 billion (€3.8 hillion).*°
Britain’ s fondness for snacks easily outweighs that of second place Germany, France,
Italy, the Netherlands, and Spain combined. Only within the snack nuts sector does the
German demand (21 percent) exceed that of British (15 percent).>®

Also noteworthy has been the upward consumption swing evidenced in Eastern Europe.
Though gtill aminor market in comparison to Western Europe, this marketplace has
shown continued growth during the 1998 — 2002 period in both the savory snacks and
biscuits’ savory biscuit snack fields while the neighboring Western European market
continues to decline (seetables 4 and 5).

Datamonitor goes on to report that the Russian and Polish markets are seeing soaring
consumption rates and forecasts that these will experience the region’s highest compound
annual growth rates during 2002 — 06.°* Datamonitor indicates that along with potato
chips, this market’s dominant snack (45 percent of market revenue), other savories and
popcorn have had double digit growth with snack nuts relegated to the single digits.>?
Producers meeting consumer demand for non-traditiond flavors have driven increased
sdes™® A fact highlighted by Poland’s drive to become more like Western Europe asiit
seeks to become part of the European Union.

The continent as awhole iswell served by the presence of severd well-known regiond
and international manufacturers. However, opportunities do exist for U.S. firmsthat are
capable of capitalizing on enduring European dlegiancesto regiond tastes (i.e. Germans
fondness for paprika flavored potato chips), aswell asfor providing bold new exatic
flavorsthat larger manufacturers are hesitant to launch (i.e. Tamarind World Foods
Indian-ingpired mini naan chips and mini poppodums).>*

Regiondism asde, there is a continent-wide trend for esting more ethnic snacks and
better-for-you foods. Asinthe case of naan chipsand mini poppodums, for U.S.
exporters to properly exploit this tendency, consideration should be given to the
definition of what an ethnic snack product implies for the European consumer. As Mintel
International reports, aproduct is classified as being ethnic based largely upon the
country or the region inwhichitissold. Thus Indianinspired snacks sold as such in the
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United I5<g ngdom are normally considered ethnic Indian snack foods within the British
market.

Furthermore, Foodnavigator, referring to Datamonitor’ s recent report on snacking,
indicates growing consumer willingness in countries such as the United Kingdom,
France, and Portugal to experiment with awide range of ethnic foods. These sources
maintain that saes of ethnic snackswill “baloon at twice the rate of the overdl market at
least until 2006.”°°

American manufacturers and distributors of snacks foods that can identify pan European
market trends will profit from improved product acceptance. U.S. origin snack product
acceptance will be facilitated especialy by American exporters ability to postion ther
products to meet varying regiond tastes, current food fads, and the nutritional needs of
consumers.

For example, German consumers according to the European Shack Association, acquired
afondness for potato chips crisps from U.S. servicemen gtationed in their country
following the Second World War. The Germans have subsequently adapted potato chips
to their own tastes by flavoring chips with paprika.’

Similarly, the French consumer’ s fascination with American culture has carried over to
interest in American foods and snack products. According to the France Product Brief —
Shack Foodsin France 2001 GAIN Report, particularly attractive for U.S. exportersis
French consumer demand for salted snacks (seeds nuts, extruded products such as chips,
and crackers) which in year 2000 done totaed $613 million.”® Yet U.S. exports of salted
snacks products (excluding nuts) has amounted to only $6.5 million in year 2000. Asthis
report indicates, opportunities exist for American exporters given French manufacturers
inahility to satisfy both growing demand and product innovation expectations.>®

Current U.S. exporters of snacks to emerging markets may aso find it worthwhile to ook
into the possibility of supplying Europe’ s large immigrant and second- generation ethnic
communities with familiar snack product lines. The concentration of these communities

in mgor urban centers will assst in product distribution and marketing efforts.

Demographics

With higtorically low birthrates and an aging population, it will be interesting to see how
the continent’ s well-established markets and manufacturers respond to the demands of a
populace that as awhole isincreasingly paying atention to what it ests. Asthe generd
European population becomes more sedentary with age, it will be increasingly interested
in consuming processed food products that are readily identifiable as good-for-you. This
gtuation can provide arange of new opportunities for snacks advertised as representing a
hedlthy choice for the consumer.
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As the European birthrate wanes, American snack food producers who wish to service the
continent will need to target progressively an affluent but aging consumer base in order to
remain competitive with loca manufacturers. Manufacturers will need to continuoudy
develop bold new and exatic flavors and packaging that captures the sophisticated
attention of an aging group that has grown up with chips/ crisps and smilar products.

The foregoing is catching the atention of the European Shack Association (ESA) and its
membership. ESA indicates that based on the conclusions gathered from Leatherhead’s
Food and Drinks Through the Life Cycle report, snack food marketing has traditionally
been aimed a younger consumers but in the near future product campaigns targeting

older age groups should quickly become an equally important sector of interest.®®

European Union (EU) expansion by year 2004 will, according to Euromonitor, raise that
market’ s population to 450 million consumers®* With eventua expansion to indude
Eastern European states, such as Bulgaria and Romaniathat hold significant potentia for
manufacturers of consumer goods, and even possibly Turkey in the not too distant future,
the figure can well exceed 500 million. This expanson would make the EU theworld's
largest sngle market.

Food & Drink Europe reports that BMIRB (British Market Research Bureau)
International found that chips crigps are consumed by about 89.4 percent of the age 15
and older population.®? Their findings indicate penetration remains highest anong
younger consumers. 'Y oung urban consumers, with high levels of disposable income,

will likely continue to drive demand for snacks well into the future.

Table 7 on the following page helps to illustrate how the EU and Eastern European snack
markets have been evolving during thistime period. Urbanization combined with high
income levelsin an age characterized by busy lifestyles, isleading consumersto
increasngly turn to snack foods.

These time-pressed consumers neverthe ess demand that their snacks be stimulating both
in taste and gppearance. Product innovation is afact that should not be overlooked when
consdering that this market is expected to experience double-digit growth, especidly as
the disposable income of teenage consumers expand (up by 79 percent during the 1996 —
2001 period.®® Datamonitor additionaly reports that given consumers demand for
hedlthier snacks and med-snack hybrids, manufacturers should be prepared to meet this
interest and match their products to the way people are eating today.®*
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Table 7 - EU and Eastern European States
(Excluding countries of the Former Soviet Union)
Demographics and imports of U.S. origin snack foods.

Eastern
Britain Gemany | France Italy | EU-15 Europe
(excl. FSU)
Population
(Millions) 60.2 824 59.5 58.1 3785 101.8
Urban*
9% 86% 74% 9% 73% 65%
GNI PPP p/
capita, 2000 23,550 24,920 24,420 23470 25,060 9,013
(U.S. 9
U.S. imports
Jan. — Dec.
Comparisons
(1000 Dallars)
1996 7,159 4547 1,169 1,960 79,794 1,836
2002 6,880 2,351 1321 879 22,588 2,381
Per cent change -4% -48% 13% -55% -72% 30%

Values are for imports of meat snacks, popcorn, potato and corn chips, cookies and sweet biscuits, gingerbread, and
snack nuts.

Eastern European states considered: Bulgaria, Czech Republic, Hungary, Poland, Romania, Slovakia, Lithuania,
Estonia, and Latvia

(*) Urban is given as apercent of the total national population

Source: USDA — FAS— BICO Export Commodity Aggregations based on Department of Commerce, U.S. Census
Bureau, Foreign Trade Statistics and Population Reference Bureau..%

Though Table 7 purports that there has been a notable decline in the demand for U.S.
origin snack foods during the review period (e.g. Britain, Germany, Italy, andthe EU asa
whole), the aggregation of unrelated snack foods does tend to mask otherwise good
potential prospects for individua snack products.

Exporters should heed to this Stuation when formulating their market penetration
drategy. For examplein the case of the United Kingdom, demand for U.S. origin potato
chipd crisps has ranged from 1999 onwards from between $1.4 to $2.5 million dollars.
Notwithstanding these oscillations, these figures are greatly improved over theinitid
figure of $173 thousand dollars reported at the beginning of the review period in 1996
and represent an increase of between 709 and 1,345 percent.

Note that outsde of the British market, demand levels for U.S. origin snack foods have
not fared aswell. Thisweak demand for U.S. snacksis due to a combination of factors
such as enduring economic recession in mgjor markets such as Germany, aswell as
increased locd manufacturing within the EU of American-style snacksin order to
effectively exploit a unified, barrier-free market for member-produced snacks.
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Entry Strategy

U.S. exporters seeking to penetrate the European snack food market should focus on
edtablishing rdaionships with importers, distributors, wholesalers or specialized snack
food retallers, depending on their product lines and company size. The costs and type of
advertisng campaigns run by loca competitors and the intengity of competition for
market share needs to be adequately assessed. European snack manufacturers and
digributors fully exploit transportation and tariff advantages that their products hold over
amilar U.S. snack products.

Smdl-to-medium sized U.S. exporters should contact importers/ distributors who can be
of assstance with paperwork relating to customs duties, import certificates, [abeling, etc.

U.S. exporters and digtributors interested in exporting to Europe should focus on
innovation and product variety in order to compensate for higher pricesrelated to
transportation costs and customs duties on landed goods.

Product features to focus on are:

1) Product qudity, packaging, and product safety. The latter isincreasngly
becoming more common depending on the import commodity in question. The
product may require that atracing and labdling system guarantee it (i.e. issues
pertaining to biotech products and proper product labeling). See,
http://mww.useu.be/agri/usda.html for generd information and import rules, as
well as member specific rules.

2) Hedthy foods and organics.

3) Ethnic foods such as Chinese, North African, Asan, Tex-Me, Itdian, Tha, €c.
These foods are increasing popular with younger consumers.

4) Product freshness.
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Exporter Marketing Channels

Europe

U.S. Exporter

v v

Importer (normally Agent/ Broker
highly specialized)

< Retailer

Source; USDA - FAS®

In the European Union, specidized importers dong with agents brokers normaly handle

most import procedures for retailers. Retall organizations, especidly the German ones
according to the Germany Exporter Guide — Roadmap to the German Market 2003 GAIN
Report, rarely source product from outside the EU without the intervention of an importer

or agent.®’ Retailerswill consider dedling directly with overseas suppliers only when

dedling with sufficiently large volumes of product.®®

U.S. exporters should seek to target speciaized importers since the relationship of these
with retalersis usudly quiteintengve. Theseimporters have not only well-devel oped
distribution capabilities, but dso an in-depth knowledge of the requirements of the
retailer.®® Note that these importing entities will not only source product, handle import
(customs) procedures, and provide distribution capabilities, but additionally often supply
maintenance and even pricing and |abeling assistance to their customers.”

Normaly new-to-market American exporters will be required to submit product

descriptions and price quotations, products for [aboratory testing, and sanitary/ hedlth
certificates in addition to other import documents.”* In this regard the European Union
Food and Agricultural Import Regulations and Standards Country Report 2002 indicates
that in the absence of harmonized EU regulatory regulations, the particular country’s

import requirements will apply.”2
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The Asa— Pacific Snack Food M ar ket

Though anumber of East Adan markets have evidenced in recent years a reduction in the
demand for U.S. origin snacks foods, these markets still remain significant destinations
for American snacks.

The dowdown in the import of American snack foods is due to a number of issues
running the gamut from globa recesson to expanded manufacturing and distribution
capabilities of U.S. food processing companies overseas subsidiaries.

The region continues to be an interesting destination for the export of American snacks.
U.S. exporters of snacks who wish to develop new markets for their productsin this
region should be prepared to incur costs associated with extensive market research,
travel, and tailoring production and packaging lines to country specific requirements.

Thislast issue has gained momentum recently asis evidenced by product recalsin Hong
Kong and Singapore, anong others, of potato chips/ crigps found to contain the artificia
sweetener stevioside.”® Similar to the European situation, increased popular anxiety
about the use of biotech products in food is driving a number of countriesin the region to
require that imported foods clearly indicate on their packaging the presence of these.

Demogr aphics

Population growth in the larger East Asian countries is Skewing population statistics
toward urbanization. Natura increases in population size are creating new markets for
American snacks in the urbanized population centers. Higher levels of urbanization have
traditionally allowed these communities to benefit from expanded trade contacts with the
West and have consequently led to greater acceptance for western products.

U.S. processed foods such as snacks (i.e. Pringles Potato Chips) find good acceptancein
the mgjor urban centers of East Asia. If the trend just must mentioned holds, U.S. snack
exporters can stand to profit from salesto China s middle class. Note that the Chinese
middle class by some estimates numbers anywhere from 65 million to upwards of 200
million people. Itisthishighly urbanized, geographically concentrated population whose
income levels are steadily risng adong with its exposure to the West.

Particularly relevant about the foregoing are Promar International’ s estimates that assert
that out of Chind's 1 hillion plus inhabitants, who aready purchase a least $30 billion on
packaged food products, there are roughly 140 million who purchase branded packaged
foods.” Within this grouping will naturally fall a number of imported packaged foods
from the West such as savory snacks. AsPromar International further reports, to these
figures should be added another 450 million people even though their current purchasing
power limits them normdly to unbranded processed products. Nevertheless this segment
of the Chinese population according to Promar International is gradualy increasng its
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occasiona purchases of branded and imported products as the Chinese nationa economy
becomes further integrated with the rest of the global community.”®

Table 8 hdpsto illudrate the finding that risng income levels are tied to increased

urbanization. Urbanization impacts consumption patterns. Asthe nationd population
concentrates in urban centers, it becomes exposed to both foreign food products and

increased time condraints brought about by the hustle and bustle of city life,

Table 8 — East Asian demographics and importsof U.S. origin snack

foods.
China Japan South Philippines | Taiwan | East Asia
Korea Total
Population
(Millions) 1,280.7 127.4 48.4 80.0 225 1,995.8
Urban*
38% 78% 7% 47% 7% 50%
GNI PPP p/
capita 2000 3,920 27,080 17,300 4,220 N/A 11,076
(U.S. 9
U.S. imports
Jan. — Dec.
Comparisons
(1000 Dollars)
1996 918 48,264 11,645 13,399 15,072 119,912
2002 2,796 39,532 15,558 12,196 12,642 114,156
% change 205% -18% 34% -% -16% -5%

Values are for imports of meat snacks, popcorn, potato and corn chips, cookies and sweet biscuits, gingerbread, and

snack nuts.

East Asian countries considered: Japan, Philippines, Singapore, People's Republic of China, Taiwan, South Korea,
Thailand, Indonesia, Vietnam, Brunei, Cambodia, Burma, Southern Asian NEC (Bhutan, Maldives Islands, East

Timor), Macao, Hong Kong, and Mongolia.
* Urban is given as a percent of the total national population

Source: USDA — FAS— BICO Export Commodity Aggregations based on Department of Commerce, U.S Census

Bureau, Foreign Trade Satistics and Population Reference Bureau.™

Other countries such as Japan and South Koreg, though much smaler than Chinaiin terms
of overd| land mass and population, nevertheless show higher average incomelevelsina
more concentrated urban setting. This mass of potentia consumers facilitates both the
digtribution of product and the marketing of new snack lines.

A notable example is Hong Kong. Hong Kong' s inhabitants are urbanized, wedthy, and
receptive to new foods. Hong Kong's consumer demand in year 2001 is responsible for
generating snack imports valued a $234 million from China ($50 million), Japan ($33

million), South Korea ($21 million), and the U.S. ($19 million).”’
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Table 8 dso indicates that even though Jgpan, Tawan, the Philippines, and East ASa, are
showing declining demand for U.S. origin snacks in overd| terms, this sort of

aggregation of unrelated snack products, much like the case of Table 7, tends to mask
good potentia prospects for individua snack products.

A good example is popcorn, which in the case of Jgpan has seen dramatic growth
(exceeding 200 percent) during the review period. Note that the U.S. currently enjoys
substantid comparative advantages vis-& vis other manufacturers within this sector.

Entry strategy

Though the Asian market for American snack foods is highly segmented, U.S. exporters
should be aware that regardless of country specific and sub-regiond proclivities, a
generd entry drategy for the region can be formulated aong the following lines.

To effectively launch and market imported snack products in these emerging markets, a
number of hurdles need to be surpassed. U.S. exporters need to redlize that foreign snack
product acceptance decreases as the snack product moves away from metropolitan
centers and principd digtribution channdls. Product apped will be impacted by distance
from mgor urban concentrations and by rural consumers' degree of isolation from more
typicaly urbanized egting patterns. These factors in a number of developing countries
may adversaly impact the marketability of American snack products.

Within mgjor urban centers American snack foods, as well as other extra:regiond foreign
snacks, often suffer from poor price competitiveness againgt local counterparts due to the
high margins on imported goods. Import taxes, tariffs, and non-tariff barriers further
exacerbate the foregoing and have led a number of processed food product exporters to
attempt to circumvent such barriers by producing their products localy.

Should this not be economicaly feasble for smal-to-medium szed U.S. manufacturers
wishing to expand their salesin the Asa— Pecific region, they should contact reputable
importers and/ or digtributors. These loca contacts will be of assistance with paperwork
relaing to customs duties, import certificates, labeling, etc.

U.S. exportersinterested in Asa should focus on product innovation and variety to
compensate price inconvenience related to shipping and customs duties on landed goods.

Product features to keep in mind when trying to develop these merkets are:

1) Product quality and product sefety;

2) Product freshness;

3) Packaging: easy-to-handle, brightly colored packages influence reflexive/
compulsive purchase decisons, epecidly amnong younger consumers of snacks,

4) Overdl vaue of the product versusthat of local counterparts.



China

In the Asa— Pacific region, Chinawith 23 percent of its population of nearly 1.3 billion
fdling within the critical 0 — 14-year age group, stands out as the largest potentia market.
Like anumber of other countriesin the region, China has experienced in recent years
rapid growth, urbanization, and increased exposure to Western culture.

The best market opportunities at this moment resde with China s smdl but rapidly
growing urban middle class. Sandwiched between the country’s “ nouveaux riches’” and
the hundreds of million of others that make up the rura population, factory workers and
jobless, China' s urbanized middle class by some estimates may well exceed 200 million
people.”® This segment of the Chinese population findsitself concentrated in the cities of
Shangha, Beijing, Shenzhen and Guangzhou. The sheer Sze of the Chinese middle
class, combined with Asa s fastest growing economy, should not be disregarded as a
worthwhile potentid market for snack food exports.

Risng average annua incomes accompanied by ever-increasing exposure to the West
and its“exatic foragn” taste sensations is contributing to gradudly modify consumer
preferences and eating habits among the middle class. In the process, the middle classis
dowly defining an urban cosmopolitan identity for itself as a byproduct of its acceptance
of modern western products and consumerism.

Tdctrade reports that recent survey results of Beijing's snack food consumer market
confirm that the principle strata of snack consumers are young people (normaly defined
for statistical purposes as falling between 15 and 24 years of age), followed by children.”
Consumers were found to demand that snacks have not only a nice texture, but be dso a
nutritious low caorie food that keeps one dim while smultaneoudy providing a gimulus
according to the survey.®® Evidence indicates that most consumers (80.5 percent)
purchase snacks mainly in supermarkets due to exposure to supermarket advertisng in
conjunction with ads seen in school, on television, on the Internet or through cartoons®*
The survey aso showed that consumers were found to be more receptive to a product if it
was nicely packaged and accompanied by ether afree gift, involved free tasting or
provided extra content without incressing the price.

The demand for, and acceptance of American and other western-style snack products by
Chinese middle classis overshadowed by the bulk of the population’s continued
preference for traditiona savory snacks. To date, outside of the mgjor urban population
centers and especiadly among the older segments of Chinese society, Western snack foods
have made limited inroads.

Opportunities, however, exist for American manufacturers and suppliers of savory snacks
aready experienced with ethnic marketing in the United States. These manufacturers and
digtributors stand to make inroads into the local market by taking domestic preferences
into consderation when developing and marketing their particular products for export to
China
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Exporters should redlize that what passes for ethnic Chinesein the U.S. is not dways
readily recognizable as being Chinesein China Research into local tastes, which do vary
ggnificantly between regions, and packaging preferences, is recommended. Product
digtribution, given the vastness of the Chinese dtate, dso requires careful andysis.

Common cavests associated with entry into the Chinese market, asisthe case with a
number of other Asian markets, pertain to levels of transparency and market access.

High tariff barrierslevied againgt fully processed goods in the region as awhole have
often forced potentia exporters to focus on either produce or food ingredient.

Note that China's food laws and sanitary and phytosanitary (SPS) barriers are difficult to
negotiate. Thereis unequal enforcement between the central government and the 23
provincia governments, and in this senseit is often hard to know what is* on the books.”
The establishment of strong relationships with locd firmsis essentid in this high-risk,
tricky, and continuously changing marketplace.®®

Exporter Marketing Channels

China

U.S. Exporter

A 4
Importer, Agent, Distributor

\ 4
Retailer

Source: USDA — FASand Promar International®

Normaly Chinese retailers do not actively source their products. Promar International
reports that retailers prefer to wait to be approached by manufacturers or distributors
while largely refraining from directly buying from foreign suppliers® However Promar
International does darify that they have found that Chinese retailers are nevertheess
willing to try new brands if made aware of their benefits and superiority to others.

Other significant actors and factors that impact directly the import of snack foods into
Chinese market are China s Customs Adminigtration and the country’ s network of “good
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relationships or guanxi.” The latter act as facilitators to ensure a business encounters as
few difficulties as possible. It isacultural norm that is pervasive throughout China 8
Note that in the Chinese business world guanxi is anetwork of relationships among
various parties that cooperate together and support one another. This perfectly legd
practice subscribes to the notion of “Y ou scratch my back, | will scratch yours”®” The
Chinese prefer to conduct business with people they trust and will favor these to others.
Guanxi, with itsregular exchange of favors, is the means by which the trustworthiness of
both companies and individuals is established to facilitate smoother business dedlings®®

China' s recent accession to the World Trade Organization (WTO) will increase the
competitiveness and accessibility of imported food products. For American exporters of
shacks to maintain and increase market share in Chind s large and complex market, they
should focus on the new generation of young cosmopolitan consumers®®

Hong Kong Special Autonomous Region (SAR)

Despite East Aga sfinancid fadlout, Hong Kong' s residents continue to remain some of
the world' s wedlthiest and most receptive consumers of exotic foreign snack foods. The
overdl snack food sector continues to be lucrative given high margins combined with
growing consumer demand for new varieties of snack products.

Popular snacks are dried fruits, nuts and potato chips. Dried meat and seafood snacks are
aso quite popular, but loca manufacturing largely meets demand for these.

Japanese exporters and loca manufacturing dominate the potato chip snack market.
Nevertheess, Western snack retain ahold over the dried fruit and nuts (i.e. pistachios)
snack market, aswell as are secondary sources for potato chips. Among the Western
snacks, Frito-Lay and Pringles have been American import leaders.®

Japan’ s Calbee Foods and Hong Kong's Four Seas Mercantile (Japan-based) are the
predominant snack food players. Market dominance is aresult of having established
comprehensive distribution networks through long-term market development strategies ™

Aggressive promotion efforts by the magor suppliers combined with getting product to
market via supermarkets and convenience stores have been key in developing demand for
potato chips. Within this snack sector, younger consumers are increasingly consuming
potato chipsin casua settings such as pubs, bars, Karaoke bars, and nightclubs.®?
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Exporter Marketing Channels

Hong Kong Special Autonomous Region (SAR)
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Source: USDA — FAS and RussThai Consulting®™

Exporting product to Hong Kong is usudly less complex than is the case with most of the
rest of Ada Normally the U.S. exporter’s product will only have to traverse two layers
before reaching the individua snack consumer.%

South Korea

Like other Asan consumers, South Koreans are increasingly seeking more food products
of internationa taste, higher value, safer quality, and improved convenience. Thistype

of consumer demand trandates into growing opportunities for imported consumer ready
foods such as snacks through the retail chain.®®

Large retailers and convenience stores have become in recent years the major retall

channd for imported foods. Asthe Republic of Korea Retail Food Sector GAIN Report
indicates, Korean receptivity to imported processed foods is made dl the more apparent
by the fact that these imports account on average for 24.1 percent of salesin processed
foods sections of the country’ s hypermarkets.

Much like the case of other marketsin Asia, South Koreais seeing rapid growth of

modern retailing formats as its popul ation becomes more urbanized and losesties to the
countryside. This, and the country’ s familiarity with American products, and most
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importantly ayounger generation’s affinity for trendy western tastes, represents distinct
advantages for those American snacks that can overcome certain Korean biases.

Recent consumer survey work undertaken by Publicis Groupe' s Leo Burnett Worldwide
has found that younger Korean consumers tend to be more anti-Western in their beliefs
than their older peers®® The survey results point to the fact that South Korea is probably
the most difficult country in Asato sl globa brands given the presence of robust
indigenous brands®” Nevertheless, younger consumers can be won over, asis indicative
by their support for both McDonald's and Coca-Cola at atime when consumersin other
countries are boycotting their products, if the American (snack) exporter iswilling to
market the product in amanner that it is readily seen as meeting both the needs of the
individual consumer while having Koreg' sinterests a heart.%®

To overcome such barriersit is recommended that U.S. exporters new to the Korean
snack foods market work with a reputable Korean importer. These importers can provide
awedth of market knowledge, guidance with local business practices, assistance with
trade related laws, access to established ditribution systems, and most importantly sales
contacts with existing and potentia buyers who would otherwise be rductant to try new
snack products.*®

To overcome entry barriers U.S. exporters are advised to conform exactly to Korean
labdling and documentation requirements. Thorough market research and the
establishment of strong relationships with reputable importers will aso assst U.S. snack
exporters newly entering this market to better navigate Korea' s complex tariff and tax
codes.

Exporter Marketing Channels
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U.S. exporters seeking to supply the Korean snack foods market need to be aware that the
magority of mass retailers do not import food products directly. Anaysts concur thet it is
common for managers of mass retailersto prefer to ded with specidized importers. In
thisway they can defer risks to the specialized importers. Nevertheless mgor

internationd retailers such as Wal-Mart, Carrefour, and Costco do import directly

through their own internationa sourcing arms.

Japan

The U.S. hasfor years been Japan’s largest source of snack foods (i.e. potato chips/ crisps
and corn chips). Inyear 2001, the U.S. snack foods exports commanded an impressive
35.6 percent share of the Japanese market and were valued at approximately $2.0
billion.**

Asin other countries, the pace of life in modern Japan has increasingly become hectic

and tastes more internationaized. This trend combined with the well-established
reputation and history of the U.S. as being areliable supplier of food inputs, has

generated a positive image for American food products.*%? Favorites among the imported
snacks are potato and corn-based snacks, aswell as snack nuts and crackers. Note that
taste preferences do vary seasondly.

Key market driversin Jgpan, a country whose own lack of arable farmland and high
production costs have made it a net importer of foodstuffs, increasingly emphasizes
convenience, product variety, exotic foreign tastes, and good-for-you qualities. Products
that are marketed in away that they blend in with Japan’s pop culture, especidly its
comics and cartoons, stand to benefit from greater product acceptance.

Japan represents both opportunities and challenges for U.S. exporters of snack foods.
Though this market is generdly receptive to American-style snacks and their variety of
flavors, it isamature market (i.e. as evidenced by increased consumer choices and more
discerning consumers) that isimpacted by a number of issues that make it increasingly
chdlenging for landed U.S. snacks. Some of these challenges pertain to higher costs for
U.S. exports due to astrong dollar compared to the yen, Americanstyle snack foods
produced locally and regiondly by foreign subsidiaries of U.S. manufacturers seeking to
lower production and trangportation costs, as well as tighter Japanese government
regulatory enforcement that makes exporting to Japan difficult.

In recent years Japan’s Minigtry of Health has sought to prevent the importation of food
imports containing biotech products that have not been approved for usein Japan. In
addition, mandatory labeling for approved biotech productsis now also required.1%®
Mandatory |abeling has occasiondly impacted the marketability of imported U.S. snacks.

For U.S. snack manufacturers and distributors seeking to enter the Japanese market for
thefird time, it is recommended that they visit the country and appraise the market’s
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potentia receptivity and profitability for their snack products®* Barring this an attempt
to meet Japanese buyers can be made at snack food trade shows in the United States. In
either case an emphasis should be placed on establishing contacts and developing good
relationships with Japanese importers of snacks. These contacts will be of assstancein
determining the products sde potentid and can help to clarify how they normaly source
their current snack imports. Comprehensive research into Japanese food laws and
regulations are as important as following up requests for samples and prices!®®

Product packaging must be adequately labded and account for the needs of this highly
service-oriented culture. The snack must not only be savory and fresh tasting, but also
well packaged while gtill being marketable at a competitive price. U.S. exporters need to
keep in mind that given the yen' s weakness, consumers have increasingly focused in
recent years on getting quaity product at a reasonable price. Packaging should be
tailored to meeting the end consumer’ s need asiit pertains to portion and container size.X%

Exporter Marketing Channels
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Japan’ s multi-layered digtribution system can best be navigated with the help of an
effective reputable agent or distributor who understands the marketplace for the product
being landed.X®® Other intermediaries, such as brokers and dedlers, can adso be utilized.

Given the intricate nature of undertaking export operations to Japan, U.S. exporters may
find it beneficid to piggyback onto the existing distribution channdls of a Japanese
trading company, manufacturer, or wholesaer in order to sdll their snack productsin
Japan. Since Japanese trading companies control roughly 60 percent of the country’s
imports, and act as intermediaries between buyers and sdlers at al stages of the product
flow, the benefits of this option are apparent when the wholesder or trading company
controls the distribution channels of a product.*®®

The continued wesakness of the yen vis-&-visthe U.S. dollar has contributed toward a
rationalization of Japan’ straditiona digtribution system. In Japan’s troubled economy,
large retalers are increasingly looking a diminating inefficient and unnecessary
intermediaries aswell asinland transportation costs thet inflate the price of domestic and
imported products.

Asthe Japan Retail Food Sector GAIN Report indicates, these issues are driving retailers
and suppliersto develop more efficient consumer response systems that focus on
optimizing cogts and dliverable qudity through the establishment of long-term vaue

chain rdlationships*1° This report recommends to U.S. exporters to consider cross-border
€electronic commerce, drategic dliances with freight forwarding consolidators and
distribution companies in addition to private-labe aliances with Japanese companies as
means of remaining competitive*!

Philippines

The Philippines continues to offer American snack food exporters interesting commercia
opportunities. Filipino consumers are quite familiar with U.S. snacks given the
pervasiveness of the culturd inroads made by a century long relationship between both
countries. Many Filipinos have ether lived in the United States or have relatives or
friends that do so.

The Philippines’ cultureis so closdly linked to that of the United States that trends that
are popular stateside quickly appear in the Philippines. Consequently, Filipinos are
acquiring ataste for healthy foods that are low-cdorie, low fat, or provide low-sdt
benefits. Nevertheless, Filipinos continue to favor sweeter-tasting foods than is the case
with most American consumers.*?

Consumers of snack foodsin the Philippines normdly are teenagers and young adults.
This segment of society accounts for gpproximately 25 percent of the country’ s overal
population. These consumers continuoudy demand that manufacturers provide new
flavors and new brands on an ongoing basis.
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The growing demand for Western-style snacks, increasingly popular for lunches
particularly among students and workers, should continue to fuel consumption levelsin
light of economic contraction.

Exporter Marketing Channels
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The didribution system for imported consumer-ready foods in the Philippinesis quite
complex. The most important markets for imported snacks are mainly concentrated in
the country’ s urban centers.

U.S. exporters should note that the complexity of the Filipino marketplace makes it
difficult to maintain exclusive agent agreements. In this sense products enter the country
through amyriad of different channes. The foregoing Situation is aggravated by the
centra government’ s hard- pressed lega system’ s inability to stymie the flow of imports
not sanctioned by exdlusive agent agreements.***
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India

Although India does not normaly form apart of East A3, it isincluded as a separate
sub-section given the country’ s Size, number of Smilar consumer demands and interests,
aswdl asoverdl market potentid.

With anationd population surpassing 1 billion people, and amiddle class estimated to
number anywhere from 91 million upwards to 250-300 million, India represents a market
with great potential. Not only do the Indian people represent 16 percent of theworld's
total population concentrated in one country, nearly haf the country’s population is under
20 yearsof age. Mogt andysts familiar with the Indian market conclude that the latter
will assure a pool of potential consumers for decades.

Indicative of the potentidities of this market is Datamonitor’ s assessment that snack sales
in Indiawere ap?roxi mately $307.7 million in year 2001 and are expected to reach $459
million by 2006.1*° In terms of sales, Datamonitor indicates that Indiais one of the
largest marketsin Asiaafter Australia, China, Japan, and Korea '

Datamonitor maintains that potato chips account for approximately 85 percent of al
snack sales!!’ Yet what is particularly relevant about this statistic is that the chips
market is, according to Indiainfoline, till largely dominated by the unorganized sector
(locdl unbranded manufactures).**®

By American manufacturing standards, overal product quality within the unorganized
sector islow. Fat content ranges from between 20 to 40 percent, while average moisture
content runs as high as 3 to 4 percent.*® Qudity is adversely affected by the high sugar
content of potatoes utilized by most local manufacturers, as wel asinefficient packaging
methods (i.e. product is still sold loosdly or in ordinary poly-pouches).*?°

Notwithstanding poor product quality, The Hindu Business Line reports that sgnificant
numbers of consumers nevertheless continue to favor Indian-style snack foods.*?! This
taste preference has motivated foreign subsidiaries of food manufacturing companies,
such asFrito-Lay India, to tailor their branded product linesto local tastes and
preferences. Frito-Lay has married more efficient product and quaity control methods
with anumber of products specifically desgned with the Indian consumer inmind. In
addition to flavored chip products such as Magic massala, Peppy pudina, and Tangy
tomato, it has launched namkeens (traditiond Indian fried foods) under the Lehar brand
targeting the adult consumer. 1?2

U.S. exporters contemplating entering the branded Indian snack market should redize
that tastes vary substantially from one region to the next. For example, the banana chips
that are immensaly popular in the South are not as popular in other areas of the county,
while snacks like paaprichaat (wafers and boiled potato doused in curd and sauces) are
much more popular in Eastern India.*?®



Best prospects for U.S. exporters of snack foods reside in catering to the more affluent
middie- and upper-income groups since other consumers have been known to rgject
internationd flavors. Their higher levels of literacy and urbanization make them more
receptive to imported processed and convenience food products, aswell as easier to reach
given the country’s rdlative lack of infrastructure*?* This greater exposure to the outside
world affords urban consumers according to Promar International awider variety of
processed food products, which trandates into enhanced commercia opportunities for
processed food companies.}?® Datamonitor indicates that potato chips/ crisps, snack nuts,
and savory snacks easily outdistance popcorn-based snacks.?°

Indian snack consumers, much like those in other marketplaces, are impulse buyers.
Manufacturers of branded products consequently need to continuoudly provide
consumers with awide variety of products to maintain customer interest and brand
loyalty.*?” Consumers are increasingly vauing heslth and food safety issues, perceiving
according to Promar International processed foods as being “cleaner” and of higher
quality than unbranded and unpackaged foods.*?® Outside of the more affluent middle-
and upper-income groups, most consumers sill remain highly price senstive. Financid
congraints do force the bulk of the population to forgo product qudity and hygienein
favor of lower prices!?®
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Asthe India Market Development Report — Exporter Guide indicates, most importers use
athree-tier distribution structure consisting of distributors, wholesdlers, and retailers
Gross margins are generdly reported to range between 4 to 5 percent, 1 to 2 percent, and

5 to 10 percent respectively within this structure 32 U.S. exporters considering entering

the Indian snack market should take the foregoing into account given that it will impact

their products' price competitiveness vis-&-vis locd manufacturers.

India’'s mgor importers are primarily concentrated in Mumbai, Calcutta, Delhi, and Goa.
These importers often source imported food products transshipped through Dubal or
Singgpore. Note that though the illegd practice of under invoicing will likely continue,
the consolidation of trade liberdization policies according to The India Market
Development Report — Exporter Guide should contribute to reduce the overdl leve of
imported foods being smuggled.**

U.S. snack exporters wishing to introduce new products in the Indian marketplace will
confront food sector laws that encompass such diverse issues as the use of food additives
and colors, labeling requirements, packaging, weights and measures, and phytosanitary
regulations among other regulatory issues. Depending on their particular product lines,
U.S. exporters should gain familiarity with the following mgor food laws overseen by

the Centrd Committee for Food Standards of the Directorate General of Hedlth Services,
Minigry of Hedth and Family Wdfare:

1) ThePrevention of Food Adulteration Act (1954) and other PFA rules.

2) The Sandards of Weights and Measures Act (1976) and the Sandards of Weights
and Measures (Packaged Commodities) Rules.

3) Destructive Insects & Pests Act (1914); Plant Quarantine Rules; and Plants,
Fruits and Seeds (Regulation of Import into India) Order (1989).

Given that the Prevention of Food Adulteration standards apply equdly to both domestic
and imported foods, U.S. exporters should aways verify these with their Indian

customers before shipping goods.  These standards have been known to not always be up
to date with recent advancesin the food- processing sector.** The standards are also
drafted in a manner that a times go beyond minimum product quality specifications, such

as prescribing recipes for how food products are to be manufactured.

Final import gpprova is subject to India s rules and regulations as interpreted by border
officids at the time of product entry. Port hedlth authorities will determine if the product
conforms to the PFA standards and regulations usudly on the basis of avisud ingpection
and record of past food imports given limited food quality testing facilities*® The
import of anew, unfamiliar product islikely to face clearance dlays.
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TheAfrica—Middle East Snack Food M ar ket

The Africa— Middle East market offers U.S. snack food exporters opportunities for
servicing a growing urban population that recognizes American qudity and brand-name
apped. Ye, U.S. exporters should redlize that these markets are not risk-free. Though
many of the countries possess minera riches and va uable resources, wedth disparities,
political ingtability and mafeasance, hamper the potentidities of many of these markets.

Not only are there discrepancies of wedlth, but also varying degrees of urbanization (table
9). Likethe case prevailing in other areas, urban markets will concentrate consumers
with greater digposable income than is the case of rurd consumers. Urbanites tend to be
more exposed to foreign ways and will be thus more inclined to buy imported snacks.

Demogr aphics

Table 9 — Africa—Middle East demographicsand importsof U.S. origin

snack foods.
Saudi
Nigeria | Kenya | South Africa Egypt Arabia UA.E
Population
(Millions) 129.9 311 43.6 71.2 24.0 3.5
Urban 36% 20% 54% 43% 83% 78%
GNI PPP p/
capita 2000 800 1,010 9,160 3,670 11,390 19,410
(U.S. 9
U.S. imports
Jan. — Dec.
Comparisons
(1000 Dallars)
1996 105 9 545 353 4,402 812
2002 68 18 484 448 10,682 6,858
% change -35% 100% -11% 27% 143% 745%
Values are for imports of meat snacks, popcorn, potato and corn chips, cookies and sweet biscuits, gingerbread, and

snack nuts.
Source: USDA — FAS— BICO Export Commodity Aggregations based on Department of Commerce, U.S. Census
Bureau, Foreign Trade Satistics.**®

Both Saudi Arabia and the United Arab Emirates during the review period showed
dramatic growth in demand for U.S. origin snack foods. In the case of Saudi Arabia, the
most spectacular growth has occurred with regard to demand for potato chips/ crisps
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where demand has gone from just under $300 thousand in exportsin 1996 to roughly
$7.9 million by year 2002. Popcorn has risen from a 1996 level of approximately $750
thousand by over 126 percent to over $1.7 million in 2002.

Similarly the U.A.E. has seen mgor growth during the 1996 to 2002 review period.
Particularly strong has been the Emirates demand for potato chips/ crisps, followed by
popcorn, and corn chips — reporting increases of 1,559, 592, and 292 percent respectively.

Entry Strategy

The best meansfor initidly penetrating these markets is by targeting large supermarket
chainsthat will cater to the more affluent segments of society and expatriates.

Reputable importers and/ or distributors will be of invauable assstance in landing
product. Asisthe casewith other countries, these will be able to assst with the |atest
import clearance requirements in addition to providing ingght to what sdlsin ther
particular country.

In genera terms U.S. exporters and distributors interested in exporting to Africaand the
Middle East should focus on innovation and product variety in order to compensate for
price inconvenience related to trangportation costs and customs duties on landed goods.

U.S. exporters should also be aware that as a consequence of the Second Gulf War
(2003), and America’ s enduring friendship with the State of Isradl, anti- Americaniam has
expanded within the Africa— Middle East region. This propensity may be channeled
increasingly along economic lines (i.e. the boycott of American goods).

Notwithstanding increased anti- Americanism, the Middle East and Modem North Africa
(excduding Libya) will continue to be viable marketsfor U.S. exports. The Middle East,
with approximately 4 percent of the world's population, will continue to import roughly
15 percent of world' s foodstuffs for the foreseesble future.X*’

Middle Eastern gtates' high import dependence, due primarily to limited renewable
agricultura resources, will continue to make the region as awhole atractive for U.S.
snack food exports. Effective market penetration will be eased by meeting country
specific product and packaging requirements, aswell as by tailoring product marketing to
mest local culturd norms.

Product features to keep in mind when trying to develop these markets are:

1) Product quality and product sefety;

2) Product freshness;

3) Packaging: easy-to-handle, brightly colored packages influence reflexive/
compulsive purchase decisons, especialy among younger consumers of snacks,

4) Overdl vaue of the product versus that of local counterparts.
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Nigeria

Nigerians are receptive to U.S. origin food commodities, especidly the value-added
processed consumer foods. Consumers readily adapt to U.S. snack foods' tastes and
usudly identified these as being high-quality items not normally manufactured locally. 38
In particular what has evidenced growth in this market have been snacks such as potato
chips, corn chips, and popcorn, which have supplanted gingerbread imports during the
1996 — 2002 period.

Much like the case in Egypt, supermarkets and convenience stores are becoming much
more prevaent in urban areas. Rapid population growth, especidly in the mgor urban
centers of Lagos, Kano, Ibadan, and Abuja, has strained the subsistence agriculture
sector’ s capability to keep up with demand. Increased food demand has forced the
country to become a large importer of anumber of food items*®

The Nigeria Exporter Guide Annual 2002 GAIN Report indicates U.S. exporters should
be aware that Nigerian import duties for processed foods average around 45 percent, but
for some products may range upwards of 75 percent.2*° High tariff duties have motivated
many loca importers to attempt to circumvent Nigeria s customs pre-shipment and
destination ingpection programs.

[llicit tariff avoidance practices besides colluding with exporters to under invoice, include
shipping goods to third countries where consgnments if need be are re-inspected, re-
documented and then forwarded on to Nigeria'*! lllicit tariff avoidance schemes by
other exporters can affect U.S. exporters ability to compete effectively in this market.
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Opportunities exist for increased sales of U.S. high value food products in Nigeria
Notwithstanding such possibilities, U.S. origin snacks market penetration may be
stymied by a number of factors pertaining to overcoming buyer reluctance in addition to
clearing the country’simport hurdles.

Given the country’s complicated pre-shipment and destination ingpection procedures (a
dtuaion smilar to that of other West African states), Nigerian importers prefer sourcing
product primarily through European (60 percent) and Asian (18 percent) exporters
ingtead of directly from the United States (5 percent). This preference is based on the
flexibility shown by non-U.S. exporters to accommodeate the Nigerian import-
community’s specid documentation and product specification needs to bypass customs
regulations and duties**®
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Nigerian importers reportedly seek exclusive ditribution agreements from exporters. In
addition there is an increase in demand for mixed container load shipments.*** Importers
are anxious to reduce shipping and transaction cogts, so they turn often to U.S. freight
consolidators that can handle ordering and shipping needs.**°

New-to-market U.S. exporters should note that the retail food sector in Nigeria conssts
of large supermarkets, convenience stores/ smal groceries, and traditiona opentair
markets. These respectively account for roughly 5 percent, 40 percent, and 55 percent of
total retail food sales*® Industry estimates report that for year 2001 the proportion of &l
retail sdes of imported consumer-ready food products handled by Nigeria s supermarkets
stood at close to 20 percent; the country’ s traditional markets and convenience stores
account for approximately 40 percent each.'*’

Best prospects for U.S. snack exporters that wish to service this growing market, one that
aso spills over into those of neighboring countriesisto gppoint areliable local

distributor/ agent or representative. According to the Nigeria Food and Agricultural
Import Regulations and Standards Country Report 2003, the locd distributor/ agent or
representative will register the imported food product with the gppropriate Nigerian
regulatory bodies, normaly the National Agency for Food and Drug Administration and
Control (NAFDAC), to introduce the snack product, and develop consumer demand.**®

U.S. exporters should be advised that the NAFDAC has been established to protect and
promote public hedth by ensuring the wholesomeness, quaity, and food safety of foods
consumed in the country.*® All snack products fall within this agency’ s definition of a
food product and thus are subject to registration.

Kenya

Good prospects exist in Kenyafor U.S. food and high-vaue agriculturd exports
according to the Kenya Exporter Guide — Annual 2003 GAIN Report.®

The best opportunitiesfor U.S. exporters reside in targeting the country’ s urban markets,
where middle-income earners make up approximately 59 percent of the population.***
Product acceptance is further facilitated by the fact that most of the population of highly
concentrated urban settings such as Nairobi, fal within the criticaly important 18 to 37

year age group.

Note that even though over haf of Kenya s overal population is estimated to fall below
the poverty line, the Kenyan market is by far the most economicaly developed in East
Africa Thisleve of development has favored the expansion of ahighly competitive
supermarket industry. 1>2

Locd supermarket chains actively stock American high-value food products such as

snacks and nuts. Primarily an expanding middle class, accompanied by the presence of a
large expatriate community, drives Kenyan market demand for imported products.*®®
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Most processed foods are imported into Kenya primarily via consolidators in Dubai and
or suppliersin South Africa. Given the distances and shippi n% costsinvolved there are
few direct imports currently arriving from the United States.™

Since Kenyan import regulations for agricultural products have propendty to change
frequently depending on local paliticsin conjunction with domestic supply and demand
fluctuations, potentia U.S. exporters are advised to maintain close contact with their
buyers!®® Kenyan importers, given the market’s price sensitivity, for the most part will
normaly source smdler volumes of product from suppliers— potential U.S. snack
exporters should be prepared to sell smaler lots than is customary in the United States. ™’

Note that imported foodstuffs must comply with the Kenya Bureau of Sandards (KBS)

norms. In the absence of KBS standards, goods will be required to comply with the
Codex Alimentarius standards.**®
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Republic of South Africa

Asthe Republic of South Africa — Exporter Guide Annual 2003 GAIN Report indicates,
South Africa s market- oriented agricultura economy serves as a gateway to the rest of
Southern Africa®®® The country enjoys a number of benefits and privileges associated

with its membership in the Southern African Customs Union (SACU) and in Southern
African Development Community (SADC) Free Trade Agreement.

Particularly attractive for U.S. exporters of snack foodsis the fact that this middle-
income, developing country is endowed with well-developed financid, legd,
communications, and transport sectors that support a modern and efficient product
digtribution system. Nevertheless the South African Rand' s depreciation in recent years
combined with agenera dowing of the internationa economy in year 2001 has
contributed to a dowdown in demand for U.S. origin products.

Consumers nevertheless do continue to favorably view U.S. products and see these as
being of high qudity and variety. Consequently loca importers seek American suppliers
that can offer a combination of rdiability and qudity a competitive prices. Potentid

U.S. snack exporters should note that niche market development opportunities do exist
even though a number of internationa food processing companies such as Pepsico’s
Frito-Lay/ Smba Group, Proctor & Gamble, and Nestle have an established presencein
the country.

For U.S. snack exporters afavorable trend in recent years has been the increased
proclivity by locd supermarkets in stocking more imported specidty products. Evenin
light of consumers varying degrees of brand loyalty, and purchasing decisions based on
price and product quality, there exist possibilities for increased sdes of imported snack
foods.

Demand for snack foods in the past couple of years has been growing steedily as aresult
of product innovation and new launches. Clearly indicative of this has been the Smba
Group’ s unbridled success obtained with its Pokémon promotion. According to
Euromonitor this promotion was the main driver of growth (3.5 percent volume growth
between 2001 — 2002) within the chips/ crisps sector in year 2001.1%°

South Africans show afondness for spicy tomato, cheese, chutney, onion, and beef

flavorings. Euromonitor indicates thet the type of flavoring, rather than the actua type of
savory product drove product purchasesin year 2002.16*
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In recent years hypermarkets have greetly impacted and disrupted the traditiona
distribution chain in a country where over 90 percent of the nationa population is
concentrated in areas surrounding the mgjor urban centers of Cape Town, Pretoria,
Johannesburg, Port Elizabeth, and Durban.'®® South African hypermarkets, conveniently
located in the more affluent suburban shopping centers and malls, largely favor
purchasing directly from manufacturersin order to bypass wholesalers*%

Supermarkets and hypermarkets will prefer to import their products directly as a means

of improving their margins, since import a%;ents or didtributors acting as middlemen can

add up to 30 percent cost to the product.*®® Potential U.S. snack food exporters should
aso note that few South African importers specidize in just one product. Loca importers
tend to be generalists who source awide range of food products from around the globe. ¢

U.S. snack exporters should be aware that their products marketability might be
impacted by a number of issues. Examples of issues that may hinder imports are
concerns with biotech product content, tariffs, tariff-rate quotas, existence of preferentia
trade agreements, taxes or levies, anti-dumping, licenang, and shdf-life requirements
among others.®’




Egypt

Mogt andyds familiar with Egypt will concur thet it isaland of contragts. Itisan
ancient country undergoing rapid urbanization and pronounced population growth.
Egyptian society consequently is adapting its traditiona way of life to the requirements
of modernization in an increasingly globalized world.

To meet the consumer demands of a burgeoning population, the Egyptian market is
increasing its purchases of both U.S. bulk commodities in addition to expanding imports
of intermediate and high-vaue consumer agriculturd products. Particularly interesting
about thistrend isthat it is occurring in a country whose second largest industry is the
$3.5 hillion ayear food processing sector which has consstently recorded on average 20
percent growth over the past decade 18

Euromonitor reé)orts that snack foods are particularly popular with both children and
office workers.1®® Children, as the single largest consumer group, continue to be the

main focus of atention for marketers. Nevertheess adults, especialy middie-income
employees, are increasingly being targeted as an aternative group of potentia snack food
consumers. As Euromonitor further eaborates, the normal workday in Egypt runs from 9
to 5 with no lunch break, thus making convenient, bite Sze food that does not have to be
prepared especidly attractive for eating while you work. 2"

Internationa supermarket chains have sensed Egypt’s market potentia and are making

their presence fdt in the country. Asthe Egypt Retail Food Sector Report 2001 indicates,
Egyptian consumers for their part have been quick to embrace the higher quaity and
variety of product and shopping convenience afforded by supermarket and hypermarket
chains (i.e. Carrefour, Metro, Shoprite, A-One Market, and Alpha Market).!"*

With regard to Egyptian taste preferences, Euromonitor indicates that what sdllsbest in
this market are sdlty and bold flavored snacks}”? For example, Chispi, Egypt’'s most
popular chips brand, product line includes extra sdty, chicken curry, kebab, lemon, spicy,
and plain flavored snacks that areimmensaly well received by consumers’®

Neverthel ess consumer demand for new processed products such as snacks may be
hindered not only by alack of consumer awareness and limited income, but dso by
Egyptian trade barriers. Though the Egyptian government has not yet impaosed the
requirement of mandatory pre-shipment ingpections on imported food commodities, it
neverthel ess does have in place anumber of trade barriers. For example, EQypt requires
import permits, licensing requirements, quotas, and product standards that contribute to
dowing the flow of trade.
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Egyptian demand for imported foods will continue to rise driven by the country’s
growing population of consumers. The country’s youth bulge, especidly the middle and
upper income sectors that have traveled, studied, and worked abroad, demands a variety
of internationd brands. Notwithstanding this demand, U.S. exporters should note that
Egyptian importers normaly trade in awide variety of products but in smal quantities,
while wholesdlers and retalers (7e><cl uding the large supermarket chains) will largely

refrain from importing directly.*”®

The Egyptian processed food import market offers number of rewards for potential U.S.
snack food exporters. But this market, beyond price sensitivities, is aso accompanied by
asaries of cavests that should be mentioned.

Besides the Government of Egypt’s stringent import regulations and labeling
requirements (e.g. packaging must be clearly labeled in Arabic), what could detrimentally
impact U.S. export competitiveness in Egypt vis-a-vis European manufecturersisthe EU
— Egypt Partnership Agreement. This agreement will substantidly cut or diminate tariffs
on most European products, which may lead to a displacement of some U.S. processed
food sector products.’®
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Saudi Arabia

Saudi Arabia has undergone sgnificant changes in recent years. For example, during the
past decade Saudi Arabia has been wracked by the need to adjust to significant economic
and socid demands brought about by declining GDP per capita (fell from $28,000 in
1981 in current dollars to less than $7,500 today). The declinein GDP per capita has
been compounded by population growth above 3 percent per year.’’

Even though the country has sought to diversify its economy to compensate for both
reduced oil revenues as well as provide aternative employment opportunities, it
nevertheless remains dependent primarily on petroleum exports. This economic
dependency on asingle commodity, in a country of 22.5 million people of which 50
percent are under 16 years of age, makes the Saudi market ripe for high-value processed
foods such as snacks.}"® U.S. exporters should note that Saudis tend to favor sweeter
snacks.}”® During the 1996 — 2002 period there have been mgjor increasesin the import
of both potato chips and popcorn snack products, while U.S. origin corn chip demand has
fdlen.

Note that Saudi Arabia currently imports roughly $7.2 billion worth of food annudly asa
conseguence of its limited renewable agricultura resources. Exposure to internationa

brands has been facilitated by the presence of Western-style supermarkets in mgjor urban
areas of the kingdom such as Riyadh, Jeddah, and Dammam, Al Khobar, and Dhahran.

The Saudi Arabia Exporter Guide Annual 2002 GAIN Report indicates that the expansion
of supermarket outlets has made it feasible for supermarket chains to import product

directly fromthe United States.*#°

Euromonitor reports that despite the fact that snacking is rdatively new to Saudi Arabia
chipg crigps have become extremely popular as either snacks or as complementsto even
main meds 8! The takeoff of snacking is a consequence of the fact that children make
up nearly half of the population and are snack products primary consumers.182
Euromonitor highlights that high levels of advertising directed toward children will drive
increased consumer demand for snacks.'®?
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Saudi Arabia s market offers U.S. snack food exporters a number of favorable factors for
increased sdles. For example, a growing population, various upscale supermarkets,
acceptance of mass media advertisement, and the genera recognition of the United States
as being ardiable supplier of quality processed foods '&

U.S. exporters should nevertheless be aware that servicing this market does present a
number of chalenges. Besides increased competition from loca producers and higher
freight cogts than from European and East Adan origins, there are stringent |abeling
requirements and food standards that must be followed. Packaging must be in Arabic or
be affixed with an Arabic language trandation of the label. In addition, for religious
reasons the import of pork and foodstuff ingredients or additives that contain pork
products, including pork fat, is strictly prohibited.*#°
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United Arab Emirates

The United Arab Emirates (U.A.E.), integrated by the states of Abu Zaby, 'Ajman, Al
Fujayrah, Ash Sharigah, Dubayy (Dubai), Umm ad Qaywayn, and Rasa Khaymah, isa
trade-strategic market for American products. Located between Oman, Saudi Arabiaand
the Persan Gulf, the U.A.E. sarves asamgor regiond trade hub that re-exports roughly
60 to 70 percent of its agricultura imports to the other Gulf countries, Africa, India, and
the former Soviet Union.*®

U.S. snack foods find good local consumer acceptance as the result of a high number of
resident foreign workers (nearly 73.9 percent of the 15-64 age group is non-nationd). 18
Western-style foods acceptance is facilitated not only by the presence of alarge
expatriate community, but also by the fact that a high percentage of the Emirati
population travels routindly to the West for tourism and/ or education purposes!®® This
has engendered a noticeable shift in food consumption away from traditional to Western-
style convenience foods.*%

To meet increased locd demand, and undertaken as a means of moving away from over
reliance on petroleum revenues, the U.A.E. has actively invested since 1994 over $1.4
billion in the local food- processing industry.*®* Though the U.A.E. now has some 150
food- processing plantsin operation, that account for 40 percent of the Persian Gulf area’s
tota number of such fadilities, it dill remains anet importer of consumer-ready
products.? In addition, local snack food manufacturing remains heavily reliant on
imported fresh potatoes from nearby countries, as well as high-qudity frying ails, corn
grits, and dehydrated snack food ingredients from the United States !9

Though sustained investment has expanded manufacturing, local snack products continue
to be constrained by lower product quality and near total dependence on imported raw
and intermediary processed materials. Domestic snacks, especidly chips crisps, are only
able to compete with the less expensivel lower quality Asian snack imports.

Factors such as those just mentioned combined with afamiliarity with U.S. culture, and
even adesire to emulate aspects of it, have greatly benefited U.S. origin productsin the
past. Stressing the“Madein USA” labd, especidly after the first Gulf War, has provided
U.S. manufacturers with a competitive advantage. Note that this advantage has gradually
eroded in anumber of sectorsin recent years by increased competition from Asan and
European suppliers, as well asincreased regond sengtivities with Americal s policies.

Best progpects for U.S. snack food exporters reside in targeting the Emirati middle- and
upper-income groups. An effective way for developing opportunities in the Emirates, as
well as other nearby markets given local traders propensty to re-export large volumes of
agricultura and processed food products, is to attend regiond trade shows. Potential
U.S. exporters should note that the most important regiona food show is the biennia
Gulf Food Show.*%*

59



If attending the Gulf Food Show is cogt prohibitive, exhibiting at magjor U.S. food trade
shows such as FMI/ NASDA and NRA are viable dternatives*®® In any case U.S. snack
exporters stand to profit from increased receptivity by notifying their potentiad Emirati
customers (reliable importers) wdl in advance of their intent to participate in these shows
and follow-up just prior to and after the event. The United Arab Emirates Retail Food
Sector 2002 GAIN Report indicates that U.A.E. importers have stated that many of ther
U.S. origin import decisions are based on their visit to these shows.'%
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U.S. snack food manufacturers should find in the U.A.E. aworthwhile destination for a
number of their products. Though locally produced foods are generaly limited to sdty
snack foods, soft drinks, and processed dairy products, even within these sectorsthere is
ggnificant import demand. U.S. suppliers will benefit from the country’ s advanced

direct food wholesaling and distribution channels that aid snack food distribution. %

60




U.S. exporters should be prepared to be flexible not only with regard to labeling
requirements (i.e. Arabic and English requirements vary), but also should be prepared to
work hard at establishing strong rdlationships with potentid clients. New-to-market U.S.
suppliers should be prepared to work with an established reliable importer thet is able to
service mgor retail outletsin this highly affluent and competitive marketplace.!%°

The principle means for digtributing snack products takes the following form:

1) Snackscan beimported directly by importers, producers, wholesders, or retailers.
2) Convenience stores will usudly obtain their snack products through van operators
that purchase product directly from producers or importers.
3) Loca companies may purchase product in bulk from different manufacturers,
then mix and pack products under their own brand names2%°
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TheLatin American Snack Food M ar ket

A number of market followers argue that againg dl odds, Latin America s snack foods
market has shown resilience in the face of deep devauations and region-wide recession.
With the exceptions of Argenting, that has experienced some of the worst shocks amost
on par with depresson-eraleves, and Venezudd s ongoing palitica turmoil, other
markets continued to hold their own (Table 10). Market resilienceisexplained to an
extent by the snack foods ability to weaveitsalf amogst seamlesdy into the lifestyles of
urban populations.

Table 10 - Reported salesof savory snacksby major Latin American

markets
(U.S. $millions, ranked)

Country 1998 1999 2000 2001 2002*
Mexico 2,073.4 2,396.2 2,639.4 3,002.4 3,397.0
Brazil 562.6 675.8 629.7 641.1 659.6
Colombia 295.6 371.2 433.2 496.4 557.8
Venezuela 79.5 94.4 113.2 134.5 168.3
Chile 111.7 108.8 115.2 116.1 118.1
Argentina 80.5 85.0 82.6 85.2 58.2

TOTAL.: 3,203.3 3,731.4 4,013.3 4,475.7 4,959.0

* Provisional datafor January to November 2002 period.
Source: Euromonitor 2%

Notwithstanding economic retrenchment, Argentina and Brazil represent Sgnificant
emerging markets for U.S. snack food products given market size and concentration of
consumers. Mogt andysts familiar with the region largely concur thet the drop in red
wages, in some cases as high as 50 percent, has served as a catdyst for the rapid rise of
two and even three-income families as more homemakers, and now even older teens,
increasingly enter the workforce to compensate for head of household income declines.
Concurrently as more Latin Americans increasingly spend longer hours at the workplace,
they are forgoing and replacing higher cost restaurant meals, or commuting home for
lunch, with less expensive snack foods.

A number of forecastsindicate that import demand for snack products should edge
upwards as the region’ s economies gradually recover. Recovery will be asssted by a
combination of growing demand in China, India, and Southeast Asafor Latin American
commodities, aweaker dollar, better prospects for domestic politica stability, and
improved market liquidity. Nevertheless regona recovery may be tempered by dowed
growth ratesin the United States, a consequence of geopalitical developments, and
continued uncertainties associated with financiad weakness of key indugtridized markets.
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U.S. exporters seeking to service this dynamic market, one until recently characterized by
some of the world' s highest growth rates and supply gaps, must not commit the error of
treating the region as a single homogeneous market. Country specific tastes,
demographics, and macroeconomic and political risk factors vary greatly and may
contribute to distort actua business cods.

Additiondly, U.S. exporters need to understand that large retail chains (i.e. supermarkets,
discount stores, and convenience chains) dominate the Latin American marketplace.
Infoamericas observes that with 3 to 5 retal groups controlling most of the markets, these
are able to dictate payment terms of 90 to 120 days to their suppliersin addition to
demanding deep discounts for early payment.?®?

Notwithstanding these cavests, Latin American countries such as Mexico continue to
figure predominantly as akey destination for U.S. origin snacks. The Mexican import
market for snacks continues to be dominated by U.S. origin snack foods. Its continued
growth and high volume level have been large enough to compensate for recent short-
term decline in demand in both the Argentine and Brazilian snack markets (Table 11).

Demographics

Table 11 — Latin American demographicsand importsof U.S. origin

snack foods.
Brazil Argentina Chile Venezuela | Mexico | Panama
Population
(Millions) 173.8 365 15.6 25.1 101.7 2.9
Urban
81% 90% 86% 87% 4% 62%
GNI PPP p/
capita 2000 7,300 12,050 9,100 5,740 8,790 5,680
(U.S. $)
U.S. imports
Jan. — Dec.
Comparisons
(1000 Dallars)
1996 12,546 2,768 317 1,768 17,975 2,077
2002 395 169 1,076 3,778 45,536 3531
% change -97% -94% 239% 114% 153% 70%

Values are for imports of meat snacks, popcorn, potato and corn chips, cookies and sweet biscuits, gingerbread, and

snack nuts.
Sources: USDA — FAS— BICO Export Commodity Aggregations based on department of Commerce, U.S Census

Bureau, Foreign Trade Satistics.?*
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Table 11 illugtrates the consequences of economic implosion on formerly good import
markets for U.S. origin snacks. Aggregate figures of unrelated snack productsin this
case mask how these otherwise good export destinations quickly move from good levels
of growth to decline from 1998/99 onwards.

Particularly dramatic has been Brazil’ s retrenchment from just over $13 miillion worth of
potato chipg crigpsin 1998 to gpproximately $105 thousand worth of importsin 2002
representing adrop of over 99 percent. Argentina has amilarly experienced adrop from
over $5.7 million worth of potato chips/ crispsimports to $104 thousand (98 percent
decrease).

Entry Strategy

The Latin American market, much like other regiond markets around the globe, is highly
segmented. U.S. exporters of snack foods are encouraged to research the target market(s)
thoroughly to determine both whether their snack products will find acceptance, and if so,
will these products be price competitive.

In any case, this region should not be treated as a homogeneous block. There are
numerous cultura differences, taste preferences, and even different languages spoken.
For example, even though Brazil forms part of Latin Americaand Brazilians largdy
comprehend Spanish, they speak Portuguese and expect that businessin their country be
conducted primarily in this language. For that matter even among the Spanish spesking
countries there are numerous subtle, but neverthdess distinct linguistic differences.

Some factors that potential U.S. exporters of snack products should consider when
planning to sl to Latin Americaare:

1) Beableto ded effectively in either Spanish or Portuguese

2) Adapt packaging and labdling to loca and regionad needs. This requirement is
increasingly becoming more rdevant with MERCOSUR progressvely emulaing
many of the practices of the European Union.



Argentina

Imported U.S. processed food products have traditionally been well received given
Argentines familiarity with American culture. Argentines readily identify U.S. origin
products as being of high qudity and reliability. Traditionaly Argentines have favored
potato and corn chips, as well as popcorn and sweet biscuits.

All the same mogt andysts concur that the country’ s recent economic upheavas, awesk
labor market, and the accompanying politica ingtability, have contributed at least in the
short-term in making U.S. food products either speciaty or novelty food imports. This
disappointing outlook can be concluded from the collgpse of demand for U.S. origin
snackioxvhich has plummeted by 78.4 percent in year 2002 in comparison to year
2001.

Argentine demand for snack foods was one of the highest in the Americas until recently.
Resear chandmar kets reports that up until 2001 not only did potato chips account for 63.1
percent of al snack food revenues, but aso that potato chip consumption was showing
higher growth rates than other savory snacks.?®® What is dso commerdialy noteworthy
about Argentinaiis that the country’ s inhabitants have been for some time South

America's biggest purchasers of popcorn in per capita terms.2%°

Caveats associated with this marketplace, apart from weak demand resulting from
economic criss, resde with higher distribution costs associated with reaching the
country’ sinterior cities, lack of brand awareness, limited market awareness by U.S.
exporters, and MERCOSUR (Common Market of the South) preferentid tariffs. U.S.
exporters contemplating exporting to Argentina should note that MERCOSUR, much like
NAFTA, has encouraged significant intra-regiond trade and made Brazilian and Chilean
comptition especialy pronounced.

Small to medium size U.S. exporters should aso be aware that PepsiCo — Frito-Lay, as
Argentina’ s main market player, has a number of manufacturing plantsin country. Note
that thanks to this presence, according to Argentina Retail Food Sector GAIN Report,
Peps -%87— Frito-Lay has obtained control over gpproximately 70 percent of the domestic
market.
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The Argentina Retail Food Sector Gain Report indicates that U.S. exporters considering
entering the Argentine market should note that though food productsin genera can be
imported directly by supermarkets, and thus avoid the need to recur to loca agents, past
experiences indicate that most of those products have lacked continuity in the market.?%®
Locd agentswill work closdly with the large retall chains and routinely check that the
products they represent are effectively marketed.?1°

Another issue that U.S. exporters need to consider is the costs associated with effectively
marketing their productsin Argentina. Until the Argentine economy’simplosion in 2001
and subsequent un-pegging of the peso to the dollar, such marketing costs as dotting fees,
publicity fees, and stocks for every new store opening, were high. Exporters are advised
to check to seeif these costs have stabilized at lower levels. Exporters dso should note
that Argentinaremainsin default, which subsequently complicates internationd financia
transactions.

Brazil

Brazil possesses South America s largest snack market. In terms of volume it ranks only
second to that of Mexico's within the whole of Latin America (Table 10).
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As markets go, Brazil’ s urbanized consumer tendencies mimic those in the more
developed economies. Consequently the country’ s office workers, especidly the younger
cohorts, like their peers elsewhere are increasingly turning to snack food products to
make up for skipped medls.

Resear chandmar kets sustains that within the Brazilian marketplace savory snacks
dominate over 50 percent of the market.?** Within the savory snacks, extruded snacks
form th most lucrative sector of this category holding roughly two-thirds of the market
share.

Both Researchandmarkets and Promar International concur that saty (3551] gadinhos) and
sweet snacks form a traditionadl component of the average Brazilian diet.*** Though per
cgpita consumption is among the highest in Latin America, consumption is skewed

largely in favor of the upper income segments of society.?*

Given the countries Size, growth potentia, and current consumer trends, Brazil offers
U.S. exporters some of Latin America s best growth opportunities over the next
decade.?'® Furthermore Promar International forecasts that the Brazilian sty snacks
market should see sales volume doubling during the year 2000 to 2010 period.*®
Exporter Marketing Channels

Brazil

u.sS.
Exporter
Specialty Wholesaler Trading u.sS.
Importers Company Subsdiary
Brazilian Food
Pr ocessor

P Supermarket [

Source: USDA - FASY
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U.S. exporters should note that the Brazilian government by means of decrees and
procedures directly impacts export/ import processes. Different branches of the federa
government actively regulate various aspects of trade viafiscd, adminigtrative, and
foreign exchange controls >

The Brazl Exporter Guide Annual 2002 GAIN Report indicates that Brazilian importers
view U.S. exporters as being more reliable than European counterparts, yet they are
nevertheless often put off by American suppliers being overly contract oriented.?° In

this sense European businesses are reportedly more flexible with regard to local retailers
demands and are more customer service focused.

M exico

U.S. snacks dominate the imported snack foods market in Mexico. Competition for
American snacks arises dmost exclusively from locad Mexican snack food manufacturers
who are this market’s principa suppliers. Research and Marketsreports that the
Mexican snack market for savory snacks, potato chips, popcorn, and snack nutsis one of
the largest in the Americas and only trails those of the United States and Canadain terms
of value??°

Mexican manufacturers have benefited from the experience of having to compete head-
to-head againgt high qudity U.S. snack imports and the loca presence of U.S. based
food- manufacturing companies. Y et asa corollary to improved product quality and
packaging sophistication has been the enhancement of Mexican snack manufacturers
export saes cgpatiilities. Like anumber of other Latin American manufacturing firms,
these “ Multilatinas’” according to Promar International have successfully transtioned
outside of their borders by establishing joint ventures and or equity deds acquisitions
with firmsin neighboring countries®?! Additionally in anumber of the Latin markets,
particularly those in Centra America, Mexican exporters have been able to capitdize on
proximity and cultura smilarities (especidly in regard to Southern Mexican style
snacks).

Small to medium size U.S. exporters should note that Mexico is one of the United States
principa export markets. Though the Mexican economy continues to evidence a number
of structura wesknesses, as wdll as skewed income distribution, it is nevertheless one of
the world’s most important emerging markets. Research and Mar ketsindicates that
recovery from the economic depression of 1994-95 has fuded in recent years growth
with high levels of GDP?*2 The Mexican food market will benefit from this growth that
is estimated to generate a 50 percent expansion during the next decade??3
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Exporter Marketing Channels

M exico

U.S. Exporter

l

Local Distributor/ Representative

v v v v

Super mar kets 4 Wholesale Markets —® Club Stores
(Centros de Abasto)

y 'y

Corner Grocery Stores

(Abarrotes) Convenience
Stores

Source: USDA - FAS?

U.S. exporters wishing to penetrate the Mexican snack food market should procure a
reliable local digtributor/ representative who will assist them establishing busness
relationships with domestic buyers. According to the recommendetions of the Mexico
Market for Shack Foods 2001 GAIN Report, the mgority of smal to medium size U.S.
snack exporters should seek to take advantage of existing distribution networks provided
through a distribution company or a Mexican manufacturer.??

Though traditionally snack foods reach the Mexican consumer via smdl neighborhood
corner grocery stores, the trend is for convenience stores to replace these smaller stores.
Y et, regardless of the Sze of the retail establishment, the country’ s wholesale markets are
the country’ s principle distribution source of consumer-ready products. Outside of the
country’ swholesde markets only just afew large retall organizations have so far been
able to establish their own distribution chains and import directly.?2°
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Andean Countries
(Balivia, Chile, Colombia, Ecuador, Peru, Venezuda)

Though these markets on an individua basis are smdler in terms of sSize and consumption
levels than those of Brazil and Mexico, they nevertheless till represent interesting
potential export markets when considered as agroup. For the purposes of the present
andysis, the Andean market is composed of the countries of Bolivia, Chile, Peru,
Ecuador, Colombia, and Venezuela

Promar International estimates that Andean markets should expand by 100 percent
during the 2000-2010 period, with the sde of sdty snacks growing from $1 billion to $2
hillion.?2” Noteworthy within this region has been the Colombian market' s turnaround
after years of decline. U.S. Department of Commerce tatistics show Colombian demand
for U.S. origin snacksin year 2002 rising by 49.5 percent to $6.7 million in comparison
to the year 2001 level of $4.5 million.%?®

Equaly interesting has been the resilience of Venezuean import demand for U.S. origin
snacks. Notwithstanding this country’ s ongoing political turmoil that has lead to capitd
flight and an economy that has been collapsing by 10 percent per year evenin light of
high oil prices, demand for U.S. snacks remain strong.

Cavests associated with the Andean country markets, with the possible exception of
Chile, pertain largely to a combination of palitica and financia insecurity, poor
infrastructure outside of the mgor cities, and low income and smal sze limit most food
consumption to basic products. Intra-regiond trade is aso gaining momentum as is made
gpparent by the fact that Ecuador relies heavily not only on traditiond trading partners
like Colombia and Venezudafor sgnificant quantities of processed food imports, but
adsoisincreasingly becoming more dependent on Chile since the Sgning of their bilaterd
trade agreement in 1995.2%°

Note that the purchasing capability of consumersin dl of these markets is impacted
directly by internationd price fluctuations of their primary exports. Both Ecuador and
Venezuela are heavily dependent on petroleum sales and petroleum does dso play a
sgnificant role in Colombian economic prosperity. A similar situation occurs with Peru
and Chile smining, agricultura, and seafood exports.

70



Exporter Marketing Channds

Andean Countries

U.S.
Exporter

v v v

Foreign L ocal Brokers/ u.sS
Brokers Digtributors Subsidiary

I

Wholesaler s/
Distributors

v v

——» Supermarkets —

Source: USDA - FAS®

Note that the above market Sructure is agenerdization of the typica Stuation prevailing
in the Andean countries based on the Colombian country model.>*! This sort of structure
may vary from country to country, but neverthdessis representative in overdl terms of
what U.S. exporters may encounter in the region.

All these countries have experimented with a number of import control mechanisms such
as currency controls and pre-shipment ingpection programs in addition to specific
labding requirements pertaining to shelf life and language. Potentid U.S. snack food
exporters need to be aware that competition from regiond manufacturers will exploit
both transportation costs advantages and preferential import tariff structures.
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The Oceania Snack Food M ar ket

For the purposes of this report the Oceania marketplace is composed of the countries of
Audrdia, New Zedand, and the idands of the Centrd and South Pecific (excluding the
Hawaiian Idands). Estimated population for the seventeen countries that make up the
region in year 2002 is gpproximately 37 million people, making the regiond po3pu|ati on
dightly larger than that of Argentina (36.5 million), but much more dispersed.>?

Demographics

Demographically these markets, with the notable exception of the Audrdia, are
diminutive in comparison to Asia (see table 12). Smal population size, low-income
levels outside of the more developed states of Audtrdiaand New Zedand and the French
territories of New Caedonia and French Polynesia, as well asvast distances are dl
factors that must be accounted for when considering penetrating a number of these idand
markets.

Table 12 — Oceania demogr aphics and the importation of U.S. origin

snack foods.
Papua
Audralia| New —New Fiji New French | Oceania
Zealand | Guinea Caledonia | Polynesia | Other
Population
(Millions) 19.7 3.9 5.0 0.9 0.2 0.2 2.1
Urban
85% 77% 15% 46% 71% 53% 69%
GNI PPP p/

CaFlth% 23(3))00 24,970 18,530 | 2,180 | 4,480 21,820 23,340 18,770

U.S. imports
Jan. — Dec.
Comparisons
(1000 Dallars)
1996 3,605 74 0 0 509 865 286
2002 1,206 849 0 59 106 1,223 587
% change -67% 13% 0% % -719% 41% 105%

Values are for imports of meat snacks, popcorn, potato and corn chips, cookies and sweet biscuits, gingerbread, and
snack nuts.

Oceania and Pacific Idands considered: Australia, New Zealand, Papua— New Guinea, Fiji, Tonga, Palau, New
Caledonia, French Polynesia, Cook Islands, other Pacific Ilands, Pitcairn, and British Pacific Ilands.

Source: USDA — FAS—-BICO Exgort Commodity Aggregations based on department of Commerce, U.S. Census
Bureau, Foreign Trade Statistics.”
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U.S. exporters of snack products should note that both Australia and New Zedland are
efficient and sophisticated agricultura exporters. These countries possess competitive
export advantages in the region based on a combination of proximity and enduring
cultura and politica tieswith anumber of the idand nations of Pacific.

With regard to the Satidtics in table 12, the vaues given are for the larger and more
affluent societies of the region. The GNI PPP per capita vaues of the other members of
Oceania usudly fall within the $1,710 (Solomon Islands) to $5,050 (Samoaa) range.**
Most of these idands suffer from typica Pacific idand problems of geographic isolation,
few resources, and small populations.

Entry Strategy

As highlighted in the preceding paragraphs, any entry strategy for Oceania should take
into congderation not only the demographics and the disparities of wedlth exigting
between the states that make up the region, but also should address issues pertaining to
distance to market.

Probably one of the more effective ways for reaching the smdler outlying marketsisto
partner export efforts with those of Augtrdian and New Zedland consolidators that have
established regiond purchasing networks. These will be familiar with the locd tagte
preferences, market particulars, and likely will be able to obtain preferentia ocean cargo
rates.

U.S. exporters wishing to enter the larger more established snack markets of Audrdia
and New Zedland should be prepared to face strong competition from domestic
manufacturers. Many of these will likely dso have established or be in the process of
establishing a market presence in the surrounding Pacific Idands markets.

As has been stressed in other sections of the present report, key sdlling points for U.S.
snack products are:

1) Product identification with quaity and product ssfety;

2) Product freshness,

3) Packaging that is easy-to-handle, brightly colored and attractive especidly among
younger consumers.
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Audralia

Audrdiaisaprogperous, politicaly and economicaly stable, and indudiridized sate.
Added to its economic prosperity is the additiona benefit that over 85 percent of its
population is urbanized and resides within the large urban areas of Sydney, Mebourne,
Addaide, Brisbane, and Perth — afact that should not be overlooked since Audrdiaisthe
sze of the continenta United States.

Asthe Australia Exporter Guide — Annual 2002 GAIN Report indicates, mgor
advantages for U.S. exportersin past years have been alack of language barriersto
overcome and wide acceptance of American culture and products™° U.S. exporters
continue to benefit from this Stuation and currently supply roughly 10 to 12 percent of
Audrdia s consumer oriented agricultural imports even in light of the fact thet the
country isamajor agricultural commodities exporter. >

U.S. snack food exporters wishing to penetrate the Australian market should be aware
that commercia opportunities for large-scale exports of packaged snacks are somewhat
limited. The Australia Product Brief — Shack Food 2003 GAIN Report citesthat the
ingredient market for snack foods may offer greater opportunities for U.S. exporters than
isthe case of the retall market, which islargely dominated by loca snack food brands
owned by U.S. multi-nationds®’

Though food processors have showed a desire to source domestically, there are reported
indications that opportunities do exist for the purchase of seasonings, flavors, and
cooking oils on the world market.>*® Note that purchases of both ingredient and
processed foods are heavily dependent on any appreciation of the U.S. dollar.

Consumer trends within the Audiralian snack market are smilar to those in other
developed states. Consumers are increasingly finding themsdlves on the run, having to
forgo three full medsin favor of eating smdler snacks during the course of the day. As
in other countries, this tendency is dso leading to a greater interest being placed on eating
hedthy and consequently is driving demand within Audtrdia s growing “ nutritious

shack” market.

Euromonitor reports that agrowing interest with eating hedthier is driving product
innovation in the Australian market.”*® Manufacturers have responded to this new
demand by launching a number of products that offer lower fat content.*® Neverthdless
the Augtrdian market has not yet indicated a desire for other hedthier snacks such as
those containing low-salt concentrations 24
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Exporter Marketing Channels

Audralia
uU.S.
Exporter
Agent/ Digtributor/
Wholesaler
; | y
Major Wholesaler/ Major Supermarket chain
Warehouse/ Independent (central distribution)
Wholesalers
Chain Supermarket
# # g Outlets

I ndependent Small Supermarket
Super markets Chains, Banner Groups

Source: USDA — FAS*®

Evenin light of culturd smilarities, U.S. manufacturers of snack food products
conddering exporting to the Australian market for the first time should visit the country
in order to assess the commercid viability of ther product. To facilitate market
penetration U.S. exporters are advised to contract the services of local representatives.

Asisthe case prevailing in most countries, loca representation will provide firsthand
market knowledge, up-to-date information, and vauable guidance on common business
practices. Loca representation will also assst the U.S. exporter in navigating through
Austrdia s trade-related laws and food standards, in addition to providing indispensable
access to existing sdes contacts and potentia buyers.

U.S. exporters should redlize that opportunities for pre-packaged snack food products
may be somewhat limited by Audrdia s own domestic snack manufacturing sector.
Nevertheless for those opportunities that do exist, U.S. exporters will more often than not
get product to market through wholesalers and ditributors. This practice €liminates the
need for supermarkets and convenience stores to directly import product. The current
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practices of both Woolworth and Coles, two of Audradid s largest supermarket chains,
largely confirm this trend. 43

New Zealand

Much like Canada, New Zealand is a worthwhile export destination for new-to-export
U.S. companies. New Zedanders tend usudly to view U.S. products as being both of
excdlent quality and appedling in the sense that they areinnovative >

Though New Zedand is an agricultura exporter, it imported $181millionin U.S.
commoditiesin year 2001. Two-thirds of these were consumer-oriented food products.?*
U.S. exporters products entering New Zedland's market will face intense price-based
competition from both domestic and Australian products. 1n 2001, Augtrdia controlled

up to 52 percent of the market share for imported consumer foods.?*® This country’s
market share has grown due to the U.S. dollar’ s appreciation relative to New Zedand's
currency, a Situation that has resulted in making American origin products more

expensive.

Austrdia s share of the New Zedand market has also expanded as a consequence of the
Closer Economic Relations (CER) agreement existing between both countries. The
agreement grants each other’ s products duty-free entry.

Demand for muedli bars and potato chips have in the past driven supermarket snack
sdles*” Nonetheless corn chips are increasingly being seen as a hedithier, more
substantia, and lower-fat snack dternative to potato chips. Prospects aso exist for
aternative snacks such as bagel chips, pretzels, and snack mixes?*®

U.S. exporters should consider, Smilar to the case prevailing in Audraia, targeting
increased consumer demand for hedthier snacks. Euromonitor reportsthat the steady
vaue growth of 5.4 percent in savory snacksin 2002 is a consequence of increase
demand for hedlthier low-fat snack dternatives®*°
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Exporter Marketing Channels

New Zealand

U.S.
Exporter

I

Importer, Agent,
Broker

A 4
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Corner Stores Supermar ket Gasoline Stations
(Dairies) (Convenience Stores)

Source: USDA — FAS™

Market penetration in New Zedand's case is facilitated by the fact that the country’s
business practices largely mirror those commonly found in the United States. A familiar
business environment, coupled with minimum barriers to trade and a genera acceptance
of U.S. origin products, will ease market entry.

New Zedand importers for the most part prefer to ded directly with American
manufacturers rather than having to go through brokers®>! Nevertheless local agents/
digtributors can provide useful help in promoting a number of consumer-ready food
productsin New Zedland' s hedlth conscious market. Note that fat-free and other health
oriented consumer foods have good sales potential .22

The New Zealand Market for Shack Foods 1999 GAIN Report indicates that the snack
food importer as a matter of course usudly carries out the function of agent/ wholesder/
distributor.>® This practice allows importers to often hold the agency rights for avariety
of grocery products, as well as develop key contacts with supermarket category

managers.>*

Note that labeling requirements are smilar to U.S. standards with the exception that
metric measurement isrequired. A marketing edge may be obtained by providing
nutritiona information on the product packaging even though the sameis not required —
most major brand lines do include this information.2®
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Papua— New Guinea

U.S. exporters contemplating exporting to Papua— New Guinea should assess if their
products are suited to that country’ s particular consumption proclivities. Note that
approximately 15 percent of the national population is concentrated in urban centers such
as Port Moresby, and it isthis segment of society that is most exposed to international
culture and food trends. The bulk of the country’ s population consumption patterns
remain a the subsstence level and thus have little impact on import flows.

Best prospects for American exporters currently reside in catering to the packaged food
needs of the urban population. Given the amdl size of the urban population, and ongoing
economic difficulties, potential exporters should be prepared for primarily smal shipping

volumes.

Exporter Marketing Channds

Papua — New Guinea

u.sS
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Agent Trader

il

> Wholesaler

l

P Retailer

Source: Austrade®™®

Potentid U.S. exporters should expect to encounter, besides consumer price sengtivity,
competition from both Austrdlian and Asian exporters. These exporters are able to take
advantage of aready established relationships and closer proximity to market factors.
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Fiji

Within the processed foods sectors Australian imports continue to dominate
(approximately 48 percent) the local Fijian marketplace ™’ Nevertheless, U.S. exports of
conveni 2er1580e foods and confectionary products have made some inroads in the loca
market.

U.S. snack exporters should note that local Fijian traders service a number of other
nearby Pecific Idands. U.S. exporters may be able to reach these outlying markets by
“piggybacking” their products with the undertakings of the Fijian inter-island traders.*>°

Principa marketing congtraints with regard to Fiji, like those associated with a number of
other Pacific Idand nations, pertain to smal market size, lengthy seajourneys, poor
market infrastructure, limited supply of shipping due to smdl shipping volumes, the
presence of aready established regiona exporters, and consumer price sengtivity.
Nevertheless, the ongoing rapid Westernization of traditiona culture is contributing to
gtimulate consumer demand for affordable foreign snack imports.

New Caledonia and French Polynesia

Both New Caedonia and French Polynesia as oversess territories of France benefit from
close commercid relations with metropolitan French exporters.

These territories share asimilar population size and for the most part are Iargelg/
urbanized (New Caledonia— 71 percent and French Polynesia 53 percent).®® These
factors should contribute to ease product insertion and distribution. Both of these
territories dso maintain dose commercid tieswith Audtrdia, which supplies them with a
number of their foodstiuffs needs.

New Cdedonia s limited agricultura capabilities forces the territory to import roughly 20
percent of its food requirements.?®* Note that the local economy’s ahility to finance
importsisimpacted by oscillations in the World market price for nickd, its principa
export commodity.

U.S. exporters wishing to enter these markets will compete against both French and
Audrdian imports of varying qudity and price.
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Exporter Marketing Channels

Fiji, New Caledonia, and French Polynesia
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U.S. exporters wishing to enter the Fijian market should be prepared to establish
exclusive agreements with agents. Regular contact and follow-up is required to ensure
that any promotiond activity being undertaken to develop the market is proceeding
according to contractua agreements.

The New Caedoniaand French Polynesian import didtribution channdls, given the small
gze of thelocal economy, share a number of smilarities with their Fjian counterpart.
Essentidly there isamagor emphasis placed on developing and maintaining close
working relaionships between importer and supplier. Note that importers will tend to
remain loya toward reliable suppliers, but will ask in exchange brand exdusivity.?®®

U.S. exporters should be aware that New Caedonia and French Polynesia require product
labding in French. Increasingly factory French labeling is being encouraged given that

the practice of affixing stickers on packages is both time consuming and labor intensive

for importers. U.S. exporterswilling to provide this service will stand to benefit from
improved product acceptance.
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CONCLUSIONSAND OUTLOOK

Future demand for U.S. origin snacks will come primarily from the developing and
middle-income countries of the world. Among these countries we find that both
population and income levels are gradudly improving as urban populations expand in
sze. These urban consumers, experiencing as awhole a net increase in persona income
levels, are prone to spend afar greater proportion of their added income on food than is
the case with affluent consumers.

The trend, coupled with the data that indicates that there is increasingly along-term shift
towards the consumption of more consumer-ready food products, stand to benefit U.S.
snack manufacturers and exporters of these products.

Asindicated earlier in the Executive Summary, some of the best prospects for growth of
U.S. snack exports in the coming years should be in the Western Hemisphere and nor+
Japan Asiaonce the current globa economic dowdown draws to a close and prosperity
returns. Other areas to keep a close watch on are Saudi Arabia, the United Arab
Emirates, Egypt, and other developing countries that are increasingly becoming
urbanized and whose youth bulge increasingly demand smilar qudity foods to those
consumed by their counterparts in the more devel oped countries.

Evenin light of the fact that globd trade is far from free and open, demand for American
snack products does exist. Nevertheless, U.S. exporters must be prepared to confront
trade impediments such as market access barriers, foreign competitors domestic and
export subsidies, aswedll as the existence of exclusonary, preferentid trade agreements
between countries.

Notwithstanding such cavests, there are clearly good prospects for growth. An engine
that should contribute to fud U.S. snack exportsis the growing worldwide demand for
food in combination with risng per capitaincomes and the number of two-income
families

Snack foods, like other consumer-oriented products, dominate the best prospects lists for
American agriculturd and food exports worldwide. U.S. competitivenessresidesin
marketing to the world new products characterized by innovative marketing inputs and
vaue-added processing that few other competitors are able to effectively emulate.

In order to remain competitive in key import markets such as China, South Korea, and
India, U.S. snack food must continue to be differentiated from both local and other
growth-conscious foreign competitors.

In the European marketplace, U.S. snack exporters should not |ose track of other good
export possibilities by focusing exclusively on British snackers demand for snack food

81



products. Increasingly worthwhile markets are dso to be found in Eastern Europe.
Nevertheess even in mature markets such as those of France, Italy, and Spain,
Foodnavigator reports that a Mintel study has found that over the next four years these
markets will grow by 37 percent, 33 percent, and 22 percent respectively as part of the
continent’ s forecasted 12 percent rise in demand for savory snacks.?%*

In any case, and regardless of the region, the general consensus among analyssis that
success can be achieved through a combination of product and packaging innovation
combined with affordable pricing. Snack consumers, especialy younger snackers, are
increasingly spearheading demand for new product development. In this sense most
markets, particularly those in the more affluent states, are driven ether through young
consumers direct product purchases or indirectly by their “pester power” exerted on their
parents.?®®> Mintel, like anumber of other researchers, concludes that savory snacks will
be at the forefront of meeting consumer demand given this snack category’ s flexibility
with regard to new shapes, tastes, flavors, textures, and packaging.2°®
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APPENDIX A: U.S. EXPORT CONCORDANCE/ SNACK FOOD

PRODUCTS

Below are the Harmonized Tariff System (HTS) codes used to historicaly measure U.S.
snack food exports. Where the number is currently no longer being utilized, a
replacement code is noted. If that isthe case, theitem is designated “old” or “new” and
the last year of use or the year of introduction is noted.

HTS Number HTS Description

0210200000 Mest of bovine animals, sdted, in brine, dried or smoked

1005904040 Popcorn, unpopped, except seed

1602310040 Turkey meat and meat offal (except liver) prepared or preserved,
NESOI* (old -1996)

1602310090 Other prepared or preserved turkey meat, other (new - 1997)

1905100000 Crispbread

1905200000 Gingerbread and the like

1905300040 Sweet biscuits, waffles and wafers, NESOI (old - 2001)

1905310000 Cookies (sweset biscuits) (new - 2002)

1905320000 Waiffles and Wafers (new - 2002)

1905400000 Rusks, toasted bread and similar toasted products

1905909030 Corn chips and smilar crisp savory snack foods

2005200020 Potato chips (new 1996)

2005202000 Potato chips, prepared or preserved otherwise than by vinegar or
acetic acid, not frozen (old — 1995))

2008110040 Peanuts, blanched (old — 1994)

2008110060 Peanuts (ground nuts) prepared or preserved NESOI (old - 1994)

2008112000 Peanuts, blanched (new — 1995)

2008119000 Peanuts (ground-nuts) prepared or preserved NESOI (new - 1995)

2008191020 Brazil nuts, prepared or preserved NESOI

2008191040 Cashews, prepared or preserved NESOI

2008193010 Pignolia, prepared or preserved NESOI

2008193020 Pistachios, prepared or preserved NESOI

2008194000 Almonds, prepared or preserved NESOI

2008198500 Mixtures of nuts, peanuts, or other seeds, prepared or preserved
NESOI

2008199010 Macadamia nuts, prepared or preserved NESOI

2008199500 Nuts or seeds, NESOI, otherwise prepared or preserved, whether

or not containing sweetening or spirit, NESOI

(*) - NESOI standsfor “not elsewher e specified or identified.”
Source: US Department. of Commerce
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APPENDIX B: SUMMARY OF MARKET OPPORTUNITIES &
CHALLENGES

Summary of Market Opportunities & Challenges: Europe

Country Mar ket Mar ket Local taste | Best prospects | Marketing
Sze characteristics | preferences | for U.S. snacks | Challenges
*60.2 Europe'slargest | Rangefrom Opportunities Like the rest
Britain million | consumer of treditional salt | exist for firms of Europe it
* 90% snack food and vinegar that can meet iswell served
urban products. flavored chips | local tastesand by regional/
to Indian provide exatic international
ingpired mini flavors that the producers
naan chipsand | larger who exploit
mini manufacturers transportation
poppodums. may hesitate to and tariff
launch. advantages.
«824 Second largest Willing to try
Germany million consumer of new flavors, 11 1]
* 86% snacks. but are till
urban fond of paprika
snacks.
*595 Manufacturers Like the Good potentia
France million unable to meet British, the exist for seeds/
*74% | demand and French are nuts, extruded 79
urban product highly products (e.g.
innovation receptive to chipsand
expectations. ethnic snacks. | crackers).
*58.1 Consumption Y ounger New and exotic
Italy million lags behind that | consumers tastes. Product 1]
* 90% of northern EU generally prefer | qudity.
urban markets. Sweset to salty.
* 3785 | Consumptionis | Tastesvary
EU-15 million expanding among | favoring both 1] 11
*73% younger traditiona and
urban consumers. exotic flavors.
Eastern «101.8 Consumption Regiona
Europe million lags behind that 1) 1) producers
(excluding * 65% of developed making
the FSU) urban markets. inroads.
* 1435 | Soaring Demand new
Russia million | consumption tastes and 1] 1
* 73% rates. flavors.
urban

Note: Bold quotation marks indicate “ditto” (same as the above case).




Summary of Market Opportunities & Challenges: Asia

Country Market Mar ket Local taste | Best prospects | Marketing
Sze characteristics | preferences | for U.S. snacks | Challenges
*128 23% of the Outside of Marketing exotic | High tariff
China billion population falls magjor urban foreign taste barriers.
* 38% within the critica | population sensationsto the | Cumbersome
urban 0-14 year age centers, and expanding urban | food laws
group. China especidly middle class. and sanitary
counts with a among the and
middle class older segments phytosanitary
numbering over of Chinese rules. Product
200 million Society, digtribution
people. Western snack complicated
foods have by China's
made only vastness.
limited inroads.
*6.8 Consumers are Dried fruits, Dried fruits (i.e. | Loca market
Hong Kong million highly receptive nuts, and pistachios) and dominated by
*100% | to excticforeign | potato chips. secondary Calbee
urban snacks. sources for potato | Foods and
chips. Four Seas
Mercantile.
*484 Consumersseek | Affinity for Snack products Robust local
South millione | higher value, trendy Western | promoted as brands make
Korea 79% quality, ease, and | tastes. being hedthy. sdling globd
urban bold exotic tastes. brands
difficult.
* 1274 | Though amature | Snacks must be | Snack products Stringent
Japan millione | market, it savory and that emphasisthe | govt. controls
78% remains highly fresh tasting, as | good for you pertaining to
urban receptiveto well aswell aspects of food safety.
American packagesand | organics. Biotech
products. competitively product
priced. issues.
*80.0 Flipinosarevery | Favor low- Snack products Price
Philippines millione | familiar with caorie, low- geared toward competitive-
47% Americansnack | fat, low-salt teenagers and Ness.
urban products. snacks. Enjoy | young adults.
sweet
«104 Nearly haf the Flavored chips | Snack products Outside the
India billion population is (i.e. tomato), to | designed middleand
* 28% under 20 years of | bananachips, specificaly for upper income
percent | age. to traditiona this market. groups, most
fried foods. consumers
remain price
sengdtive.
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Summary of Market Opportunities & Challenges: Africa and the Middle

East
Country Market Market Local taste | Best prospects | Marketing
Sze characteristics | preferences | for U.S. snacks | Challenges
*129.9 | Rapid population | Consumers Catering to High tariff
Nigeria million | growthinurban | favor American | middle and upper | duties foment
* 36% centers has imports, since | incomegroupsin | customs
urban strained local these are major urban irregularities.
manufacturers viewed as centers. Both food
capabilitiesto being of higher product
meet demand. qudity and adulteration
value. andillegd
imports are
widespread.
311 Highly Distance and
Kenya million competitive 5y 5y price
* 20% supermarkets sengtivity.
urban actively stock
U.S. products.
* 436 Middle income Chutneys, beef | Loca importers | Mgor food
South million | developing flavorings, seek U.S. processing
Africa *54% | country with a cheese, tomato, | exportersthat can | companies
urban market-oriented | curry, sdtand | offer reliability already
agricultura vinegar snacks. | and quality a present in the
economy. Favoringsand | competitive country.
not type of prices.
product drives
purchases.
°712 International Sdty andbold | Catering to Lack of
Egypt million | supermarket flavored snacks | middle and upper | consumer
* 43% chains are sal best (i.e. income groupsin | awareness,
urban increasingly chicken curry, | mgor urban limited
meaking their kebab, lemon, centers. income, and
presence felt. and spicy). trade hurdles.
*240 Chips have American Declining
Saudi million become imports are 1) GDP
Arabia *83% | especidly viewed as p/capita.
urban popular anong being of high Labding
youngsters. qudity and requirements.
vaue.
*35 Magor regiona Some loca
United million re-exporter of 1] 1] production
Arab * 78% agricultura and lower
Emirates urban products. qud ity Asan
imports.

Note: Bold quotation marksindicate “ditto” (same as the above case).
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Summary of Market Opportunities & Challenges: The Americas

Country Market Mar ket Local taste | Best prospects | Marketing
Sze characteristics | preferences | for U.S. snacks | Challenges
* 365 Imported U.S. Sdty andbold | Potato chips/ Severe
Argentina million | processed foods | flavored crisps. Target €conomic
* 90% products have snacks. more affluent retrenchment
urban traditionally been sectors of society. | has made
well received. imports
luxury/
novelty
items.
* 1738 Mimic those of Consumption
Brazil million more islargely
. 81% 1] developed 1] skewed in
urban countries. Salty favor of
and sweet upper income
snacks are sector of
favored. society.
*313 Consumerswill Vey smilarto | Consumers are Large
Canada million demand valuefor | thosefoundin | highly receptive | territoria
* 78% their money and | the U.S. to new tastes, mass and
urban areincreasingly market. organics, and sparse
hedlth conscious. especidly quality | population.
snacks. Competition
isfierce,
small number
of retailers
control
market.
*101.7 | U.S. snacks Mexican
M exico million dominate the producers
* 74% | imported snack 79 79 increasingly
urban sector. becoming
more
competitive
in terms of
quality and
price.
Andean * 133 Market is Consumers Consumers are Political and
Community | Million | estimated to grow | demand new very receptiveto | financia
* 73.5% | by 100%during | flavorsand U.S. products. ingtability.
(Bolivia, urban the next decade. | tastes. Poor
Chile, Peru, infrastructure
Colombia, outside mgjor
Ecuador, and citiesand low
Venezuel a) income.

Note: Bold quotation marks indicate “ditto” (same as the above case).
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Summary of Market Opportunities & Challenges. Oceania

Country Market Mar ket Local taste | Best prospects | Marketing
Sze characteristics | preferences | for U.S. snacks | Challenges
*19.7 Interest with Nutritious Ingredient market | Possihilities
Ausgtralia million | eating hedlthier is | snacks, low-fat | for snack foods | for large-
* 85% driving locd content snacks. | and healthy for scale export
urban demand. Salty snacks you snacks. of packaged
are accepted. snacks are
limited.
*39 Smilar to the Muesli bars Alternative Price-based
New million neighboring and potato snacks such as competition
Zealand * 77% Augtraian chips drive bagel chips, from local
urban market. sdes. Corn pretzels, and snacks and
chips are snack mixes. Australian
increasingly imports.
seenasa Import
healthier, more demand aso
substantial, is affected by
lower-fat theUS
aternative to dollar's
potato chips. value.
*50 Smdl sze. Consumersin | Catering to the Established
Papua— million urban centers | needs of urban presence of
New * 15% are becoming | and expatriate Austrdian
Guinea urban morewestern | consumers. and Asian
intheir food Increased products.
tastes. demand for Small market
foreign tastes size and price
such as Mexican, | sengtivities.
Asan, ltdian,
Indian.
* 0.9K New tastes and Presence of
Fiji * 46% 11 1 flavors. regiona
urban exporters.
* 0.2K Presence of
New * 71% 1] 1] 1] regiona
Caledonia | urban exporters.
* 0.2K Presence of
French * 530 11 17 71 regiona
Polynesia urban exporters.

Note: Bold quotation marks indicate “ ditto” (same as the above case).
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APPENDIX C: CONTACTSFOR SNACK FOOD DISTRIBUTION IN
SELECTED EXPORT MARKETS

Whileit isimpractica to provide a complete list of contacts for snack food digtribution in
selected export markets, a contact list is available upon request. Thelist availdbleis
provided for your information with the understanding thet no discrimination isintended
and no guarantee of reliability isimplied. This report provides information only and does
not endorse firms.

P A,

'L
i oreC

&7 USDA-FAS-Ag Export Services Division &)

Interested in afreelist of international snack food buyers?

USDA-FAS-AgEXxport Services Divison offers arange of servicesfor new and
experienced exporters. One of these services are “Foreign Buyers Ligts'.

Toreceive afreelist of snack food buyers and their contact information for Canada,
Mexico, Jgpan, Korea, Philippines, United Kingdom and Germany (atotal of 53
companies), please supply the following information and fax it back to (202) 205-
2963.

If you have any questions or concerns, please fed free to contact AgConnections at (202)
690-3576 or viae-mail & agconnections@fas.usda.gov.

Name

Company

Address

City/ State/ Zip Code

Phone Fax

E-mall

Web Site

The signature below certifiesthat aU.S. COMPANY or a company with production operations in the U.S. employs the recipient of
these Foreign Buyer Lists. It is understood that these Foreign Buyer Lists are not intended for further distribution beyond the recipient
company.

Signature Date

Revised December, 2002, OMB 0551-0031

The United States Department of Agriculture (USDA) prohibits discrimination in its programs on the basis of race, color, national origin, sex,
religion, age, disability, political beliefs and marital or familia status. (Not all prohibited bases apply to all programs). Persons with disabilities
who require aternative means for communication of program information (braille, large print, audiotape, etc.) should contact the USDA Office
of Communications at (202) 720-5881 (voice) or (202) 720-7808 (TDD).

To file a complaint, write the Secretary of Agriculture, Ag Box 0101, U.S. Department of Agriculture, Washington, D.C., 20250-0101, or call
(202) 720-7327 (voice) or (202) 720-1127 (TDD). USDA is an equal employment opportunity employer.
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